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PREFACE 
 
 
As outlined in to Section 6.14A(c) of Chapter 284 of the 2003 Session Laws, the Blue Ribbon 
Commission on Medicaid Reform shall examine the State's Medicaid program and make 
comprehensive recommendations for fundamental reform. The Commission shall consider: 
 

1. Methods to responsibly restrain the growth in Medicaid spending. 
2. Best practices in both the public and private sectors in managing and administering health 

care. 
3. Options for maximizing existing resources while controlling Medicaid program costs. 
4. Current array of services available within the State Medicaid program 

to determine the appropriateness of the type, frequency, and duration 
of those services. 

5. Opportunities for long-term, systemic change in the Medicaid program through the use of 
federal waivers and other management tools. 

6. How to minimize the State and county share of Medicaid costs and maximize federal 
participation in Medicaid programs. 

7. The role of Medicaid in the State's economy. 
8. Any other matter relating to reform of the state Medicaid program. 

 
The Commission consists of 12 members.  Of these members, the Speakers of the House of 
Representatives appoint six and the President Pro Tempore of the Senate appoints six. 
 
This interim report represents the work performed by the Blue Ribbon Commission on Medicaid 
Reform from the conclusion of the 2003 Session of the 2003 General Assembly until the 
convening of the 2004 Session of the 2003 General Assembly.  The Blue Ribbon Commission on 
Medicaid Reform met on two occasions and has begun examining the North Carolina Medicaid 
Program. 
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COMMISSION PROCEEDINGS 
 

March 24, 2004 
The Blue Ribbon Commission on Medicaid Reform met at 10:00 a.m. on Wednesday, March 24, 
2004, in Room 544, Legislative Office Building.  Senator Purcell was the presiding co-chair. 
 
Carol Shaw, Fiscal Research Division, began the meeting by reviewing the committee charge 
and the proposed budget.  She reviewed the charge, noting that Section 6.14A (a) describes the 
commission’s responsibility and what the General Assembly wants it to do.  She also called 
attention to Section (c), which calls for an interim report by April 1, 2004, and a final report to 
the 2005 General Assembly by February 1, 2005 (Appendix A).  Ms. Shaw continued with a 
review of the budget.  Representative Howard moved that the budget be approved.  Dr. Wentzy 
seconded the motion.  The motion was approved and the budget was adopted.   
 
Ms. Shaw presented the next agenda item, “Medicaid Program Overview” (Appendix B).  She 
said the overview gives the purpose of Medicaid and its impact on the state economy, 
government state budget and on local governments.  Also, it lists services that Medicaid 
provides, both optional and mandatory, and who Medicaid recipients are.  The final two topics in 
the overview are about policy changes since 1990 that have major impact on the budget and the 
most current cost containment efforts.  She said North Carolina has had a Medicaid program 
since 1970 and that the most critical budgeting problems occurred during the early 1990s.  She 
commented on the fact that paying for health care is a big business in North Carolina.  She said 
Medicaid alone is much larger than some other industries, including the tobacco and textile 
industries.  Additional statistics from the overview were presented that described how Medicaid 
money is spent. 
 
Secretary Carmen Hooker Odom, Department of Health & Human Services (HHS), introduced 
the next presenter, Mr. Gary Fuquay, Director of the Division of Medical Assistance.  Secretary 
Odom thanked the chairs and members for their work on the commission.  
 
Mr. Fuquay gave the committee an update of where they are with Medicaid in 2004.  He said 
there are four main areas:  trends on expenditures, the units of services consumed and eligibles 
growth; organizational changes in the division; program integrity which includes the fraud and 
abuse section and third party recovery; and prescription drugs. 
 
Mr. Fuquay brought copies of the Annual Report for State Fiscal Year 2003 for the Division of 
Medical Assistance, which supports to some degree the overview that Carol Shaw presented 
earlier.  The handout that he used in his presentation is entitled, “Blue Ribbon Commission of 
Medicaid Reform” (Appendix C).  The charts and graphs in the first section of this report 
summarize Medicaid services and premiums in January 2004 as compared to January 2003.  He 
said the purpose of this of analysis is to drill down into the expenditures to “hone in” on the 
reason for increases over the past year.  At the end of March 2004, the check write is at 10.44% 
above where it was in March 2003.  The budget is based on slightly less than an 11% increase in 
growth, so they are still within the budget.  He said a better picture of where Medicaid is going 
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would be available at the end of April.  For 2005, he thinks getting through April of this year will 
give a comfort level of where they are on being within the budget for 2005. 
 
Mr. Fuquay next explained the section entitled, "Organization."  He said he has focused on 
strengthening internal control, management structure, and depth of knowledge of the staff since 
coming in as director of the division.  The employees on division staff are very competent, but 
more depth of knowledge among the staff is needed.  On the financial side, they are working to 
improve internal controls to make sure there is the appropriate segregation of duties.  The DMA 
has added a number of positions.  Mr. Fuquay said the Lewin Report that came to the General 
Assembly suggested that the division enhance program integrity, including fraud and abuse and 
third party liability.  He said the Assistant Director for Program Integrity, Bo Nowell, would 
discuss the program, its focus, some of the national projects they are dealing with and a brief 
explanation of the sections in the Program Integrity Division.  Another suggestion of the Lewin 
Report was to increase the number of hearings officers.  Without creating additional positions, 
some positions were re-allocated to strengthen and speed-up recipients’ appeals. 

 
Mr. Fuquay said the clinical area has a few people who are extremely knowledgeable, but a 
greater depth of knowledge is needed.  With the Physicians’ Advisory Group looking at medical 
policy, there will be greater assurance that those policies are based on the most appropriate 
medical and evidence-based practice.  It is important to try to build the depth of knowledge, the 
information, and the evidence-based practices in order to make sure that medical policies are 
strong.  The twenty positions are intended to enhance the clinical affairs area, medical policy 
documentation, and work on cost containment in going forward.  The following seven positions 
are identified as non-cost containment. 
 
Mr. Fuquay said the General Assembly allowed the DMA up to $5 million to take on cost 
containment approaches that Clinical Affairs identified.  The seven positions are in support of 
the budget and finance area.  It has been one of the areas of internal control weakness; therefore, 
better segregation and depth of knowledge are needed.  He said auditors have been added in 
order to get cost settlement reviews or audits of the hospitals and providers done in a timely 
manner.  There might also be other re-organizations or realignments of staff as they go forward. 
 
Mr. Fuquay asked Mr. Nowell to present the Program Integrity review.  Mr. Nowell noted that 
the Medicaid Division saved almost $1.4 billion through collections and cost avoidance in the 
state fiscal year 2003.  He gave credit for their assistance to the Attorney General’s Medicaid 
Investigation Unit and the 100 county departments of social services.  He said the 99.3% 
accuracy rate in Medicaid eligibility determinations by county departments of social services and 
the 98.2% payment accuracy rate as determined by the Office of State Auditor were major 
factors in this accomplishment.  Mr. Nowell reported that thirteen and three-fourths positions are 
being added to the Program Integrity staff using cost-containment funds so that time spent on 
investigations can be increased and result in increased recoveries. 
 
Mr. Fuquay asked Dr. Nancy Henley, Senior Policy Medical Advisor and Acting Assistant 
Director for Medical Policy in the Division of Medical Assistance, to discuss the pharmacy cost 
containment initiative DMA is undertaking.  She added that DMA is working closely with the 
Pharmacy and Therapeutics Committee of the Physician Advisory Group in North Carolina on 
these clinical and administrative initiatives along with the Community Care Program.  
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Dr. L. Allen Dobson, Chairman of Cabarrus Community Care of North Carolina, formerly 
known as Access II & III, presented next.  Dr. Dobson noted that Community Care started out as 
a pilot program to see if it could make a difference and it has grown to be very important in 
Cabarrus County and throughout the state (Appendix D).  At the end of his review, he said the 
changes they have made are not done just for Medicaid patients, but are applied to uninsured and 
insured patients also.  It is a basic practice change at the community level and significant impact 
should be seen throughout the health care industry.  He likened trying to manage Medicaid from 
Raleigh to sitting in the Pentagon and working out a plan while having no army to carry it out.  
He said what they are trying to do is build an army for the state to impact care at the local level.  
As one of several lessons learned in their effort to develop a better system for delivering health 
care, Dr. Dobson said community involvement rather than a “top down” approach is necessary.  
He said that over time there are indirect quality and cost benefits for everyone, and with the work 
they have going on it is a distinct possibility. 
 
Richard Bostic, Fiscal Research staff, presented a report called “Long-Term Care Premium Tax 
Credit” (Appendix E).  Mr. Bostic explained that the state tax credit that long-term care 
policyholders can claim expired at the end of 2003 and will no longer be available unless action 
to continue it is taken during the 2004 legislative session.  He said many taxpayers made errors 
in trying to claim the credit; the error rate in 2001 was 91%, but dropped to 40% in 2003, an 
indication that understanding how to apply the credit is improving.  He said improved 
instructions and requiring insurance company information could reduce the error rate further.  
Mr. Bostic said the cost to the General Fund for continuing the credit is approximately $6 
million.  
 
Senator Purcell called on Carol Shaw for a presentation on the “Impact of Federal Mandates on 
the North Carolina Medicaid Program.”  She said she has divided her presentation into two 
separate documents, “Medicare Prescription Drug Benefit:  Implications for the North Carolina 
Medicaid Program” (Appendix F) and “Federal Proposals for Medicaid" (Appendix G).  She 
differentiated between the two documents, saying that the first document on the prescription drug 
benefit under Medicare is the law.  The impact of this program will happen unless it is changed.  
The other document includes proposals that are being discussed in the Congress and at CMS, 
where some administrative activity will take place that could possibly impact North Carolina.  
She said the voluntary prescription drug benefit for Medicare beneficiaries, which will begin in 
2006, would be a new benefit since most of this population does not have supplemental 
insurance that covers prescription drugs.  In addition, that population between now and when that 
benefits goes into full effect will also get a $600 a year benefit through a Drug Card program.  
Exact data is not yet available for these programs. 
 
Ms. Shaw said the major impact of the prescription drug benefit will be on dual eligibles – those 
who are eligible for both Medicare and Medicaid by being both over 65 years of age and poor.  
Under this new act, in 2006 Medicaid will no longer provide them prescription drug benefits.  
They will be covered under the Medicare Part D Prescription Drug Benefit.  She said states 
would need to make sure that dual eligibles get signed up so there is no lapse of coverage.  The 
beneficiary does not have a choice to stay on Medicare, nor does the state have a choice to keep 
them on Medicaid for prescription drugs.  They have to participate in this program.  The other 
aspect of it is that cost sharing obligations are similar to Medicaid.   
 



 

 5

Ms. Shaw said North Carolina’s Medicaid Program will receive some fiscal relief over the next 
ten years, but will be required to make payments to the federal government to help finance the 
cost of the Medicare prescription drug program for its dual eligibles.   
 
She said implications for the program include requiring counties to perform eligibility 
determinations to enroll dual eligibles and the unknown number of other low-income people who 
are eligible for the low-income subsidy program.  The cost of doing this, she said, will be shared 
equally between counties and the federal government. Ms. Shaw said she does not see significant 
savings for the state in 2006 because of the start-up cost of implementing the new responsibility 
and the limited fiscal relief we will get the first year. She said fiscal relief might be greater in the 
out years. 
 
Ms. Shaw continued to talk about federal mandates from Washington, including what is being 
discussed in the president’s budget and in Congress, and what is being done administratively by 
CMS.  She discussed the following concerns that could affect the North Carolina Medicaid 
Program:  limiting the use of intergovernmental transfers, prospective budgeting versus 
retrospective budgeting, budget caps, cost allocation for Medicaid administration, reduced 
funding for Medicaid Management Information Systems, and the lack of federal fiscal relief. 
 
Senator Purcell asked members to briefly state what they believe the commission should do to 
carry out the charge of the General Assembly.  Members responded and the co-chairs said they 
would use their ideas as they develop the future work plan for the commission. 
 
At the conclusion of members’ suggestions, Senator Purcell reminded them that an interim report 
to the 2004 General Assembly is due in April 2004 and a final report by early February 2005 are 
required.  He expressed a sense of urgency about the commission’s work and said another 
meeting will be held before the 2004 Short Session. 
 
Senator Purcell said the commission discussed briefly the fact that the tax credit for long-term 
care insurance expired at the end of 2003.  In response, Representative Nye moved to submit 
proposed legislation for consideration during the 2004 Session of the General Assembly that 
would continue the tax credit for long-term care insurance, which expired at the end of 2003.  
Representative Howard seconded the motion.  The motion passed and staff was directed to 
prepare legislation and include this recommendation in the interim report to the 2004 Session of 
the 2003 General Assembly. 

 

April 12, 2003 

The Blue Ribbon Commission on Medicaid Reform met on Monday, April 12, 2004, at 1:00 p.m. 
in Room 544 of the Legislative Office Building.  Members discussed and approved the 
commission’s Interim Report to the 2004 Session of the 2003 General Assembly and heard a 
report from the National Conference of State Legislatures on Best Practices and Innovations in 
Medicaid Programs. 



 

 6

COMMISSION RECOMMENDATIONS 
 
 
The Blue Ribbon Commission on Medicaid Reform makes the recommendation outlined below.  
The recommendation is followed by background information, and the legislative proposal 
appears in Appendix H of this report.   
 
Recommendation 
 
The Commission recommends that the tax credit for long-term care insurance be made 
permanent.  In order to reduce the error rate, the Commission also recommends that the 
Department of Revenue can require that taxpayers claiming the credit must list the 
insurance company and policy number of the long-term care insurance policy. 
 
Background 
North Carolina G.S. 105-151.28 contains the tax credit for long-term care insurance that became 
effective for tax years beginning on or after January 1, 1999, and expiring for tax years 
beginning on or after January 1, 2004.  According to the Department of Revenue, "the credit is 
allowed for premiums paid on qualifying long-term care insurance contracts that provide 
insurance coverage for a taxpayer or a taxpayer’s spouse or dependent.  The credit is 15% of the 
premiums paid, not to exceed $350 for each qualified long-term care insurance contract for 
which a credit is claimed.  A long-term care insurance contract is defined in section 7702B of the 
Internal Revenue Code as any insurance contract under which the only insurance protection 
provided is for coverage of qualified long-term care services.  Qualified long-term care services 
are those services required by a chronically ill individual and provided under a plan of care 
prescribed by a licensed health care practitioner." 
 
The Department of Revenue has encountered serious taxpayer problems with the long-term care 
insurance tax credit. Audited tax returns in 2001 showed a 91% error rate for credit. The most 
common taxpayer error were 1) claiming the credit for regular insurance premiums, 2) claiming 
the total amount of premiums paid as a credit instead of the $350 limit, and 3) claiming the credit 
and also claiming the long-term care premium as a medical expense.  

The Department of Revenue reports a 40% error rate in audited returns in tax year 2003. The 
Department of Revenue's Personal Taxes Division credits the reduction in long-term credit errors 
to the following factors: 

1. Tax preparers making errors were contacted. 

2. Instructions in the D-400 tax return booklet were improved. 

3. Verbiage in the software developers' tax packages was improved. 

4. Taxpayers whose credit was disallowed did not make the same mistake. 

The high error rate is surprising given that the instructions in Form D-400 TC state "A tax credit 
is allowed for the qualifying premiums you paid during the taxable year on a qualified long term 
care insurance contract(s)…  Medical insurance premiums that you pay for general health 
care, hospitalization, or disability insurance do not qualify as premiums paid for a long 
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term care insurance contract."  The tax form tells you to read the instructions and complete 
the worksheet to determine the amount of credit owed.  

Continuing the credit will require the removal of the credit sunset and an adjustment in future 
General Fund budgets for an annual revenue loss of approximately $6 million. More importantly, 
continuing the credit will require the reduction of taxpayer error and fraud. North Carolina can 
follow the practice of Minnesota and require the taxpayer to list the insurance company and 
policy number of the long-term care policy for which a tax credit is claimed.  The Department of 
Revenue can work with the Department of Insurance to get the list of companies providing long-
term care policies in the state and a computer listing of policy holders to match against the tax 
credit claims. 

The Department of Health and Human Services, Division of Aging produced a report entitled, 
Increasing Personal Responsibility for Long Term Care through Private Long Term Care 
Insurance.  The Division of Aging asserts that individuals purchase long-term care insurance for 
a variety of reasons including: to avoid spending assets for long-term care, to make sure there are 
choices regarding the type of care received, to protect family members from having to pay for 
care, or to decrease the chances of going on Medicaid. The conclusion of the report by the 
Division of Aging states that, "North Carolina State government has a responsibility to take 
immediate, sustained and visible action to help North Carolina's baby boomers and younger 
adults to position themselves to pay privately to meet their long-term care needs to the greatest 
extent possible.  Given the impact aging baby boomers could have on increased demand for 
publicly funded long-term care services, such an effort is necessary to preserve the future 
economic security of the state by reducing reliance on publicly funded long-term care services 
particularly Medicaid.  Long-term care insurance holds the greatest promise for positioning a 
larger segment of the state (and nation's) population to pay privately for future long-term care 
needs."   
 
The Blue Ribbon Commission on Medicaid Reform agrees with the Division's report which 
states that, "in addition to the public benefit of having a much larger segment of the adult 
population positioned to pay privately for long-term care in terms of the state's economic health, 
consumers and families benefit from the ability to pay privately through increased choice and 
flexibility in terms of the range of services and settings of care available."  Therefore, the Blue 
Ribbon Commission on Medicaid Reform recommends that the tax credit for long-term care 
insurance be made permanent, and to insure taxpayer error is reduced, and establishes the 
legislative intent that the Department of Revenue can require a taxpayer claiming the credit to 
list the insurance company and policy number for the policy for which a credit is claimed. 
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APPENDIX A 
 



Legislative Authority 
for the 

Blue Ribbon Commission on Medicaid Reform 
 
 

BLUE RIBBON COMMISSION ON MEDICAID REFORM 
SECTION 6.14A (a) There is established the North Carolina Blue Ribbon 
Commission on Medicaid Reform (Commission). The Commission shall examine 
the State's Medicaid program and make comprehensive recommendations for 
fundamental reform. The Commission shall consider: 

(1) Methods to responsibly restrain the growth in Medicaid spending. 
(2) Best practices in both the public and private sectors in managing and 
administering health care. 
(3) Options for maximizing existing resources while controlling Medicaid 
program costs. 
(4) Current array of services available within the State Medicaid program 
to determine the appropriateness of the type, frequency, and duration 
of those services. 
(5) Opportunities for long-term, systemic change in the Medicaid program 
through the use of federal waivers and other management tools. 
(6) How to minimize the State and county share of Medicaid costs and 
maximize federal participation in Medicaid programs. 
(7) The role of Medicaid in the State's economy. 
(8) Any other matter relating to reform of the State Medicaid program. 

SECTION 6.14A (b) The Commission shall consist of 12 members appointed as 
follows: 

(1) Six members appointed by the Speaker of the House of 
Representatives, including one member who shall be designated as 
House Cochair. No more than three may be legislators. 
(2) Six members appointed by the President Pro Tempore of the Senate, 
Including one member who shall be designated as Senate Cochair. No more 
than three may be legislators. 

The appointing officer shall fill vacancies. The Commission shall meet at the call 
of the Cochairs. Members of the Commission shall receive per diem, subsistence, 
and travel expenses as provided in G.S. 120-3.1, 138-5, or 138-6, as appropriate. 
The Commission may contract for consultant services as provided in G.S. 120-
32.02. Upon approval of the Legislative Services Commission, the Legislative 
Services Officer shall assign professional staff to assist the Commission in its 
work. Clerical staff shall be furnished to the Commission through the offices of 
the House of Representatives and Senate Directors of Legislative Assistants. The 
Commission may meet in the Legislative Building or the Legislative Office 
Building. The Commission may exercise all of the powers provided under G.S. 



120-19 through G.S. 120-19.4 while in the discharge of its official duties. The 
funds appropriated by this act to the Reserve for the Blue Ribbon Commission on 
Medicaid Reform shall be transferred to the Department of Health and Human 
Services in order to draw down federal match funds to be used to cover the cost of 
the Commission's work. 
SECTION 6.14A.(c) By April 1, 2004, the Commission shall make an interim 
report to the 2003 General Assembly. The Commission shall make its final report 
to the 2005 General Assembly by February 1, 2005, and shall expire upon 
submitting that report. 
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Medicaid Program Overview

Fiscal Research Division  2/03

Purpose of Medicaid
Impact of Medicaid

On the State Economy
On State Government
On the State Budget
On Local Government

Medicaid Services
Medicaid Recipients
Policy Changes Since 1990
Cost Containment Efforts
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Medicaid Program
THREE PROGRAMS IN ONE

Fiscal Research Division  2/03

HEALTH INSURANCE 

LONG TERM CARE FOR THE 
ELDERLY

SERVICES FOR PEOPLE WITH 
DISABILITIES

)

)

)
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Medicaid Program
MEDICAID VS. MEDICARE

Fiscal Research Division  2/03

Medicaid is health care for certain groups of poor persons, 
including single parent families, persons over age 65 and 
the disabled.  Coverage is based on a person falling into one 
of the target groups and passing income and resources tests.  
Medicaid is administered by states and counties and 
financed with federal, state and county funds.

Medicare is health care for persons over age 65 and for the 
disabled who receive Social Security payments.  Medicare 
is administered by the Centers for Medicare & Medicaid 
Services and financed by employer/employee contributions 
to the Social Security Trust Fund.
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Medicaid Program
ENTITLEMENT STATUS

Fiscal Research Division  2/03

Medicaid is a federal entitlement program.  Entitlement means 
that any individual who is found eligible for Medicaid has a 
legal right to receive services under the Medicaid Program and 
cannot be denied coverage.

Implications for State Government

All eligible persons who apply for Medicaid must be served.

The medical bills for Medicaid eligibles must be paid.

If the appropriations for the Medicaid Program are 
inadequate, eligible persons must be served even if the funding 
must come from other areas of State government.

2

2

2
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IMPACT OF MEDICAID

On the State Economy
On State Government
On the State Budget
On Local Government

2

2

2
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Medicaid Program
ROLE IN STATE ECONOMY

Fiscal Research Division  2/03

$7.4

$1.5

$3.8

Medicaid Program Tobacco Industry Textile Manufacturing
$0.0

$2.0

$4.0

$6.0

$8.0

$10.0
Billions

NOTE: Tobacco Industry  includes the value of the 2002 crop and the estimated 2002 salaries and  wages for tobacco manufacturing.  
Textile Manufacturing includes the estimated salaries and wages for the industry for 2002.
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Medicaid Program
OTHER COMPARISONS

Fiscal Research Division  2/03

The SFY 2002 Medicaid Program expenditures 
are equal to the estimated total income of the 
citizens of Cumberland County for 2000.

Assuming an average private sector salary of 
$31,621 for 2002, SFY 2002 Medicaid 
expenditures would pay the salary of 232,950 
employees in the private sector.

)

)
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Medicaid Program
N. C. MEDICAID SNAPSHOTS

Fiscal Research Division  3/04

Covered 1.45 Million state residents in SFY 2003 -- 
17% of N.C.'s population

Covered over 826,000 children during SFY 2003  - 
57.1% of Medicaid eligibles

Covers 45% of the babies born each year

29.3% of recipients consume 69.6% of resources  --  
includes aged, blind, and disabled

)

)

)

)
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Medicaid Program
N. C. MEDICAID SNAPSHOTS

Fiscal Research Division  3/04

Inpatient care consumes 42.6% of expenditures for 
services  --  includes hospitals, nursing homes, 
residential high risk intervention services and mental 
retardation centers.

Expenditures for drugs were $1.2 Billion in SFY 2003.

66.5% of the state's 40,000 nursing home beds are 
funded through Medicaid.

14% of N. C. hospital charges are paid by Medicaid  --  
49% are paid by Medicare.

)

)

)

)
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Medicaid Program
IMPACT ON STATE AND LOCAL AGENCIES

Fiscal Research Division  2/03

The Medicaid Program supplies significant support to 
State and Local agencies that provide medical services to 
Medicaid recipients -- 12% of Medicaid expenditures 
support State and Local agencies.

The following State and Local Agencies receive 
reimbursement from Medicaid: Mental Retardation 
Centers, State Psychiatric Hospitals, Special Care Center, 
UNC Hospitals, Area Mental Health Agencies, Alcohol 
and Drug Treatment Centers, Public Health Departments, 
Social Services Departments, County Owned Home 
Health Agencies, County Owned Ambulance Services 
and Local Education Agencies.

)

)
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Medicaid Program
HISTORY OF TOTAL EXPENDITURES

Fiscal Research Division  3/04

STATE FISCAL YEAR TOTAL 
EXPENDITURES

1979-80 $410,053,625

1989-90 $1,427,672,567

1999-00 $5,789,133,085

2002-03 $7,439,757,929
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Medicaid Program
RATE OF GROWTH

Fiscal Research Division  3/04

1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003

State Fiscal Year
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Percentage Change

During the past twenty years, the rate of growth for Medicaid expenditures 
has varied considerably - ranging from 0% to 35%.

Higher rates of growth have occurred during years of economic distress or 
when major Medicaid expansions have been authorized.

Lower rates of growth have occurred during years when the Medicaid 
population has been stable or declining.
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2

2
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Medicaid Program
FEDERAL FINANCIAL PARTICIPATION

Fiscal Research Division  3/04

Federal
62.56%

State
31.82%

County
5.62%

12

Medical Benefits Other Matching Rates
Family Planning

Federal        90%
State            8.5%
County        1.5%

Administration - Skilled Medical Personnel 
                            & MMIS

Federal         75%
NonFederal  25%

Administration - All Other

Federal         50%
NonFederal  50%SFY 2003



Medicaid Program
HHS SHARE OF GENERAL FUND APPROPRIATIONS

Fiscal Research Division  2/03

Health & Human Service  25%
$3.60 Billion

Education  58%
$8.33 Billion

All Other  17%
$2.42 Billion

Total Appropriations
$14.35 Billion

Source: NC General Fund Operating Appropriations  SFY 2003

SFY 2003
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Medicaid Program
GENERAL FUND APPROPRIATIONS BY MAJOR PROGRAM AREA

Fiscal Research Division  2/03

Public Education
41.0%University System

12.3%

Corrections
6.1%

Medicaid
15.3%

All Other Agencies
20.6%

Community Colleges
4.7%

SFY 2003

14
Source: NC General Fund Operating Appropriations  SFY 2003



Medicaid Program
MEDICAID'S SHARE OF HHS GENERAL FUND 

APPROPRIATIONS FOR SFY 2003

Fiscal Research Division  2/03

Medicaid Program  60.8%
$2.19 Billion

Other HHS Programs  39.2%
$1.41 Billion

Total HHS Appropriations
$3.6 Billion

Source: NC General Fund Operating Appropriations  SFY 2003
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Medicaid Program
HISTORY OF STATE APPROPRIATIONS

Fiscal Research Division  3/04
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10 years ago, Medicaid was 8.2% of the General Fund operating 
budget; today it is 15.3%.
A 1% increase in the Medicaid Budget equals an $22 Million 
increase in General Fund requirements.

2
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Medicaid Program
MEDICAID GROWTH VS. GENERAL FUND REVENUE GROWTH

Fiscal Research Division  2/03
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GF Revenue Growth Medicaid Growth

If Medicaid expenditures increase 10% annually, growth in 
General Fund expenditures for Medicaid will consume 34% of 
new General Fund revenues by SFY 2010.
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Medicaid Program
MEDICAID GROWTH VS. GENERAL FUND REVENUE 

GROWTH

Fiscal Research Division  2/03
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GF Revenue Growth Medicaid Growth

If Medicaid expenditures increase 12% annually, growth in 
General Fund expenditures for Medicaid will consume over 44% 
of new General Fund revenues by SFY 2010.
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Medicaid Program
IMPACT ON COUNTIES

Fiscal Research Division  3/04

State law requires counties to pay 15% of the 
nonfederal share of Medicaid Services and 100% of the 
nonfederal share for County Medicaid Administration.

For SFY 2004, counties are projected to pay $361.5 
mil l ion for  Medicaid Services or  5% of the 
expenditures for Medicaid Services.

For SFY 2004, counties are also projected to pay $63 
million for County Medicaid Administration or 50% of 
the expenditures for County Medicaid Administration.

)

)

)
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Medicaid Program
COUNTY PARTICIPATION IN OTHER STATES

Fiscal Research Division  2/03

Nineteen states require county financial participation for 
paying the administrative and/or service cost of their 
Medicaid Programs.

20

Three states require county financial participation for paying for 
the cost of Medicaid administration: Colorado, Indiana, and 
Wisconsin.
Four states require county financial participation for paying for 
the cost of Medicaid services: Arizona, Florida, Iowa, and 
Michigan.
Eleven states require county financial participation for paying 
for the cost of Medicaid administration and services: Nevada, 
New Hampshire, New Jersey, New Mexico, New York, North 
Carolina, North Dakota, Ohio, Pennsylvania, South Carolina, 
Virginia, and Washington.

2

2
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Medicaid Program
Mandatory Services and Eligibles

Fiscal Research Division  2/03

Under federal law, all states operating a 
Medicaid Program are required to provide 
certain services and serve specific 
categories of eligibles.  The services and 
eligibles are mandatory and must be 
included in order to receive federal 
reimbursement.

21



Fiscal Research Division  2/03

Medicaid Program
Mandatory Services

• Health Check Services 
(ESPDT)

• Family Planning Services
• Federally Qualified Health 

Centers
• Hearing Aids (children)
• Home Health Services 

(includes Durable Medical 
Equipment)

• Inpatient Hospital Services
• Outpatient Hospital Services
• Physicians

• Laboratory & X-Ray 
Services

• Nurse Midwives
• Nurse Practitioners
• Nursing Facilities
• Prenatal Care
• Rural Health Clinics
• Specialty Hospitals
• Transportation
• Vaccines for Children

22



Medicaid Program
Optional Services and Eligibles

Fiscal Research Division  2/03

Current federal law also will provide federal 
reimbursement for other services and eligibles that 
are discretionary, but are allowed under federal law.  
Each state is allowed to choose which optional 
services it wants to provide and optional categories 
of eligibles it wants to serve.

The North Carolina Medicaid Program covers 28 of 
the 34 optional Medicaid services.

)

)
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Fiscal Research Division  2/03 24

Medicaid Program
Optional Services

• Ambulance Transportation
• Case Management Services
• Chiropractors
• Clinic Services
• Community Alternatives Programs 

(CAP)
• Dental Care Services (Dentures)
• Diagnostic, Screening, Preventative 

Services
• Emergency Hospital Services
• Eyeglasses
• Hospice
• Intermediate Care Facilities for the 

Mentally Retarded (ICF-MR)-

• Mental Hospitals (Age 65 and 
over)

• Impatient Psychiatric Care (Under 
age 21)

• Occupational, Physical, and Speech 
Therapies

• Optometrists
• Personal Care Services
• Podiatrists
• Prescription Drugs
• Prosthetics (children)
• Private Duty Nursing Services
• Rehab. Services (Mental Health)



Medicaid Program
EXPENDITURES FOR SERVICES

Fiscal Research Division  3/04

Total  expenditures for services and 
premiums was $6.6 Billion for SFY 2003.

96.4% of expenditures for services paid for 
direct medical services while the remaining 
3 .6% paid  for  Medicare  and HMO 
premiums.

)

)

25



Medicaid Program
EXPENDITURES FOR  SERVICES

Fiscal Research Division  3/04

Long Term Care
33.5%

Hospital
22.0%

Drugs
18.3%

Other
6.4%

Physicians
8.7%

Clinics
7.6%

Premiums
3.6%

CAP  21.1%

Home Health  7.1%
Personal Care  8.5%

Nursing Facilities  39.2%

ICF/MR  18.5%
Adult Care Home  5.6%

26

SFY 2003

Long-Term Care expenditures continue to decline - 40.4% to 33.5%.

In-Home Services are an increasing share of Long-Term Care expenditures - 18.5% to 36.7%

Hospital expenditures have also declined - 26.9% to 22%.

Drug expenditures have doubled - 8.2% to 18.3%

2

2

2

2

Changes Since SFY 1995



Medicaid Program
EXPENDITURES AND RECIPIENTS

Fiscal Research Division  3/04

27.4%

42.2%

30.4%

13.3% 16%

70.7%

Age 65+ Disabled Families/Children
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Expenditures Recipients
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Medicaid Program
EXPENDITURES AND RECIPIENTS

SFY 2003

Fiscal Research Division  3/04

Eligibility 
Category

Number of 
Recipients Expenditures

Annual 
Cost Per 
Recipient

Elderly 202,377 $1,807,717,487 $8,932
Aged 162,015 $1,780,878,696 $10,992

Medicare-Aid 40,362 $26,838,791 $665
Disabled 232,166 $2,779,255,514 $11,971

Families & 
Children 1,003,271 $1,973,688,840 $1,967

NOTE:  The Aged and Medicare-Aid categories are subsets of the Elderly category.

28



MEDICAID RECIPIENTS



Medicaid Program
GROWTH IN ELIGIBLES AND EXPENDITURES

Fiscal Research Division  3/04
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State Appropriations!

During the early 1980s, the number 
o f  e l i g i b l e s  d i d  n o t  g r o w 
significantly, and the rate of growth 
in expenditures for Medicaid was 
moderate.

Beginning in 1987, a series of 
mandated and optional eligibility 
e x p a n s i o n s  o c c u r r e d  a n d 
expenditures for Medicaid began 
to grow rapidly.
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Medicaid Program
HISTORY OF ANNUAL ELIGIBLES

Fiscal Research Division  3/04
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Growth in the number of annual eligibles began to plateau in SFY 1996 as 
welfare caseloads began to significantly decline and actually decreased in SFY 
1999.  The number of annual eligibles grew 11% in SFY 2001 because the 
decline in welfare caseloads slowed and other eligibility groups continued to 
grow. Growth in SFY 2002 slowed to 2.6%, but it increased to 4.1% in SFY 
2003.



Medicaid Program
NEW GROUPS SINCE 1987

Fiscal Research Division  3/04

New Groups  40.1%

Disabled  16.0%

Families and Children  33.4%

Aged 65+  10.5%
Aliens/Refugees  2.5%

Children  81.6%

Medicare Aid  7.1%
Pregnant Women  8.8%

31

SFY 2003

When Medicaid began, the program focused on providing 
medical care for the disabled, aged, and families receiving 
welfare.  Since 1987, Medicaid eligibility has been expanded to 
cover children, pregnant women, qualified Medicare 
beneficiaries, and aliens/refugees.



Medicaid Program
MEDICAID ELIGIBLES

Fiscal Research Division  3/04

AFDC  54.9%

Children  15.7%

Disabled  8.7%
Aged 65+  8.1%

Medicare Aid  7.9%

Pregnant Women  4.4%
Aliens/Refugees  0.2%

Children  34.8%

AFDC  27.0%

Disabled  17.0%
Aged 65+  12.6%

Pregnant Women  5.0%
Medicare Aid  2.7%

Aliens/Refugees  0.8%

                 SFY 1994                                   SFY 2000
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AFDC
33.1%

Aliens/Refugees
1.0%

Disabled
15.9%

Aged 65+
10.5%

Pregnant Women
3.5% Children

33.1%

Medicare Aid
2.8%

SFY 2003



Medicaid Program
CHANGING MEDICAID ELIGIBLES

Fiscal Research Division  3/04

In  SFY 1994, the welfare caseload reached 581,000 people and 
welfare recipients were the largest group of eligibles. 

In SFY 2000, welfare reform reduced the welfare caseload to 330,000 
people and children became the largest group of eligibles.  

In SFY 2003, welfare recipients are again the largest group of 
eligibles due to the poor economy and the expansion of Transitional 
Medicaid.

In SFY 2000, the 1998 expansion of Medicaid to aged, blind, and 
disabled persons with incomes up to a 100% of the federal poverty 
level doubled the number of aged, blind and disabled eligibles.

In SFY 2003, the number of aged, blind, and disabled eligibles has 
stabilized and in the case of the aged declined slightly.

2

2

2

2

2
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Medicaid Program
RECIPIENT INFORMATION

Fiscal Research Division  3/04

Female
61.0%

Male
39.0%

Over 65
13.0%

21-64
32.0%

Under 21
55.0%

African American  40.0%

Caucasian  44.0%

American Indian  1.7%

Hispanic  7.3%

Other  7.0%

    BY  GENDER                      BY AGE                            BY RACE
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Medicaid Program
MANDATORY ELIGIBILITY GROUPS

Fiscal Research Division  3/04

Low Income Families and Children (Based on the AFDC State 
Plan as of July 16, 1996)
Aged, Blind, and Disabled SSI Recipients
Infants born to Medicaid eligible women (to 185% of FPL)
Children under age 6 (to 133% of FPL)
Pregnant Women (to 150% of FPL)
All Children born after 9/30/83 (to 100% of FPL)
Recipients of Adoption Assistance and Foster Care
Certain Medicare Recipients

Dual Eligibles
Qualified Medicare Beneficiaries
Specified Low-Income Medicare beneficiaries
Qualified Disabled and Working Individuals

)

)

)

)

)

)

)

)

4

4

4

4

Note: FPL is the Federal Poverty Level
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Medicaid Program
OPTIONAL ELIGIBILITY GROUPS

Fiscal Research Division  3/04

Pregnant Women (150% to 185% of FPL)
Children age 18, 19, and 20 meeting AFDC income standards
Special Needs Adoptive Children
Recipients of State/County Special Assistance
Recipients of State Assistance to the Blind
Persons receiving care under home and community-based waivers
Aged, Blind, and Disabled persons presumed eligible for but not 
receiving SSI
Aged, Blind, and Disabled persons with non-SSI income (to 100% 
of the FPL)
Medically Needy Persons
Women with Breast and Cervical Cancer (to 185% of FPL)

)

)

)

)

)

)

)

)

)

)
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Medicaid Program
PROGRAM CHANGES SINCE 1990

Fiscal Research Division  3/04

Mandated

Increase children ages 11 to 19 coverage to 100% of FPL - Effective 7/1/94
Increase children ages 1 to 6 coverage to 133% of FPL - Effective 10/1/90

Optional

Increase pregnant women and infant coverage to 150% of FPL - Effective 1/1/90 
Increase pregnant women and infant coverage to 185% of FPL - Effective 10/1/90
Add adoptive children with special rehabilitative needs - Effective 10/1/94
Automatic coverage of SSI eligible aged, blind and disabled persons - Effective 1/1/95 
Add non-SSI eligible aged, blind, and disabled persons to 100% of FPL - Effective 
1/1/99
Increase transitional TANF coverage from 12 to 24 months - Effective 10/1/99
Add women with breast and cervical cancer coverage to 185% of FPL -Effective 10/1/01

)

2

2

)

2

2

2

2

2

2

2

Note: FPL is the Federal Poverty Level
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Medicaid Program
PROGRAM CHANGES SINCE 1990

Fiscal Research Division  3/04

Carolina ACCESS began implementation - Effective 4//91

Carolina Alternatives was implemented - Effective 1/94

Health Care Connections was implemented in Meclenburg County -Effective 6/96

ACCESS II and ACCESS III demonstration was implemented - Effective 7/98

Carolina ACCESS implemented statewide - Effective  12/98

Carolina Alternatives terminated - Effective 6/99

Health Care Connections terminated and replaced with Carolina ACCESS II - Effective 
10/01

Carolina ACCESS II and III demonstration expansion began and is ongoing - Effective 
11/02

2

2

2

2

2

2

2

2
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Managed Care Initiatives



Medicaid Program
PROGRAM CHANGES SINCE 1990

Fiscal Research Division  3/04

Intermediate Care Facilities for the Mentally Retarded

Thomas S program (lawsuit)

Willie M program (lawsuit)

Adult Care Home Personal Care Services

DSH Payments

Health Departments & Area Mental Health Programs

Health Related Services In Schools

2

2

2

2

2

2

2
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Federal Revenue Maximization Efforts



Medicaid Program
COST CONTAINMENT EFFORTS 2001 - 2004

Fiscal Research Division 3/04

Prescription Drugs
Prior Authorization Program for high cost drugs
State "Maximum Allowable Cost" Drug List
Limit most drugs to a 34-day supply
Increase use of generic drugs
Voluntary Preferred Drug List
Increase copayments for brand name drugs ($1 to  $3)
Reduce dispensing fees for brand name drugs ($5.60 to $4.00)
Reguire pharmacists to coordinate pharmacy benefits

Provider Rates
Reduce Physician rates from 100% of Medicare rates to 95%.
Eliminate inflationary increases for SFY 2003 and SFY 2004
Reduce rates by 5% for the following providers: private duty nursing, home 
infusion therapy, home  health supplies, durable medical equipment, optical 
service, ambulatory surgical centers, and high risk intervention
Reduce hospital payments by .5 %
Limit Medicare crossover claims to Medicaid rates
Apply Medicaid medical policy to Medicare crossover claims

)
2

2

2

2

2

2

2

2

)
2

2

2

2

2

2
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Medicaid Program

Fiscal Research Division  3/04

Recipients
Apply federal transfer of asset policies to real property excluded as "income 
producing" under Title XIX.
Apply transfer of asset policies to persons receiving personal care services 
while residing in their homes
Adopt the SSI method for considering equity value in income-producing  
property for aged, blind and disabled persons
Modify policy for determining eligibility for pregnant women coverage for 
minors by counting parental income
Eliminate twelve month State Transitional Medicaid Coverage for families 
who are working and no longer receiving welfare payments.

Managed Care
Expand Carolina ACCESS II/III activities including reducing hospital 
admissions, reducing ER visits, using best prescribing practices,  increasing 
generic prescribing, implementing polypharmacy review, reducing therapy 
visits, and better management of high risk/high cost patients.

)
2

2

2

2

2

)
2

COST CONTAINMENT EFFORTS 2001 - 2004
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Medicaid Program
COST CONTAINMENT EFFORTS 2001 - 2004

Fiscal Research Division  3/04

Services
Reduce monthly limit for Personal Care Services from 
80 hours to 60 hours for most recipients
Limit Personal Care Services to 3.5 hours per day
Eliminate optional circumcision procedures except in 
cases of medical necessity
Reduce case management services for adults and 
children by reducing rates, streamlining services, and 
eliminating duplicated services

Federal Fiscal Relief
Receipt of enhanced federal reimbursement allowed NC 
to reduce State appropriations to the Medicaid Program

)

2

2

2

2

)

2
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PRESENTATION TO:
North Carolina Legislative
Blue Ribbon Commission on Medicaid Reform

PRESENTATION TO:
North Carolina Legislative
Blue Ribbon Commission on Medicaid Reform
March  24, 2004
L. Allen Dobson ,Jr. MD
March  24, 2004
L. Allen Dobson ,Jr. MD
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2004CCNCCCNC

Primary GoalsPrimary Goals

Improve the care of the Medicaid population 
while controlling costs

Develop Community based networks capable 
of managing populations

Improve the care of the Medicaid population 
while controlling costs

Develop Community based networks capable 
of managing populations
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2004CCNCCCNC

Goals Achieved By:Goals Achieved By:

Making Sure People Get Care When 
They Need It

Increasing local provider collaboration

Obtaining Quality Care

Implementing Best Practice Guidelines

Managing Medicaid Costs

Making Sure People Get Care When 
They Need It

Increasing local provider collaboration

Obtaining Quality Care

Implementing Best Practice Guidelines

Managing Medicaid Costs

December 9, 2003
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Options for MedicaidOptions for Medicaid

State Operated

Contracted Out

Locally Run

State Operated

Contracted Out

Locally Run
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2004CCNCCCNC

Basic Operating PremiseBasic Operating Premise
Regardless of who manages Medicaid, the hospitals, 
physicians and safety net providers in NC serving 
patients remain the same and must be engaged
We need to transform Medicaid management from a 
regulatory function to a health management function
We must carefully balance cost containment with 
quality improvement efforts
Decision making must be driven by data & outcomes 
monitored

Regardless of who manages Medicaid, the hospitals, 
physicians and safety net providers in NC serving 
patients remain the same and must be engaged
We need to transform Medicaid management from a 
regulatory function to a health management function
We must carefully balance cost containment with 
quality improvement efforts
Decision making must be driven by data & outcomes 
monitored



2004CCNCCCNC

Community Care of North CarolinaCommunity Care of North Carolina

Joins other community providers (hospitals, 
health departments and departments of social 
services) with physicians

Creates community networks that assume 
responsibility for managing recipient care

Joins other community providers (hospitals, 
health departments and departments of social 
services) with physicians

Creates community networks that assume 
responsibility for managing recipient care

Build on ACCESS IBuild on ACCESS I
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2004CCNCCCNC

Community Care of North CarolinaCommunity Care of North Carolina
Focuses on improved quality, utilization and 
cost effectiveness

13 Networks with more than 3000 physicians

519,000 enrollees

Focuses on improved quality, utilization and 
cost effectiveness

13 Networks with more than 3000 physicians

519,000 enrollees
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2004CCNCCCNC

AccessCare Network Sites
AccessCare Network Counties
Access II Care of Western NC
Access III of Lower Cape Fear

Cabarrus Community Care Plan

Central Piedmont Access II
Carolina Community Health Partnership

Comm. Care Partners of Gtr. Mecklenburg

Community Care Plan of Eastern NC
Community Health Partners
Durham Community Health Network

Partnership for Health Management

Sandhills Community Care Network
Wake County Access II

Community Care of North CarolinaCommunity Care of North Carolina

HOME
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LAST

Access II and III Networks – 3/04Access II and III Networks – 3/04



2004CCNCCCNC

Community Care Networks: Community Care Networks: 
Non-profit organizations
Includes all providers including safety net 
providers
Steering/Governance committee
Medical management committee
Receive $2.50 PM/PM from the State
Hire care managers/medical management staff

Non-profit organizations
Includes all providers including safety net 
providers
Steering/Governance committee
Medical management committee
Receive $2.50 PM/PM from the State
Hire care managers/medical management staff
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2004CCNCCCNC

What Networks DoWhat Networks Do
Assume responsibility for Medicaid recipients

Identify costly patients and costly services

Develop and implement plans to manage 
utilization and cost

Create the local systems to improve care & reduce 
variability

Implement improved care management and 
disease management systems

Assume responsibility for Medicaid recipients

Identify costly patients and costly services

Develop and implement plans to manage 
utilization and cost

Create the local systems to improve care & reduce 
variability

Implement improved care management and 
disease management systems
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Key Program Areas in 
Managing Clinical Care:
Key Program Areas in 
Managing Clinical Care:

Implementing quality improvement — Best practice 
processes

Implementing disease management

Managing high-risk patients

Managing high-cost services

Building accountability through monitoring & reporting

Implementing quality improvement — Best practice 
processes

Implementing disease management

Managing high-risk patients

Managing high-cost services

Building accountability through monitoring & reporting
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2004CCNCCCNC

Managing Clinical CareManaging Clinical Care
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Clinical Directors Group • Select targeted diseases/care processes
• Review evidenced-based practice guidelines
• Define the program
• Establish program measures

• Select targeted diseases/care processes
• Review evidenced-based practice guidelines
• Define the program
• Establish program measures

I

ASTHMAASTHMA

DIABETESDIABETES

PHARMACYPHARMACY

HIGH-RISK & -COSTHIGH-RISK & -COST

EDED

Local Medical Mgmt. Comm.

• Implement state-level initiatives
• Develop local improvement initiatives
• Implement state-level initiatives
• Develop local improvement initiatives

PRACTICE A PRACTICE B PRACTICE C

Care Managers and Access II and III quality improvement 
staff support clinical management activities
Care Managers and Access II and III quality improvement 
staff support clinical management activities

III

II
GASTRO-ENTERITISGASTRO-ENTERITIS

OTITIS MEDIAOTITIS MEDIA

CHILD DEVELOPMENTCHILD DEVELOPMENT

ADHDADHD

FEVERFEVER

DEPRESSIONDEPRESSION

LOW BIRTH WEIGHTLOW BIRTH WEIGHT

ANCILLARY SERVICESANCILLARY SERVICES

BEST PRACTICES
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Improving Quality 
“Disease Management”

Improving Quality 
“Disease Management”



2004CCNCCCNC

Current Disease 
Management Initiatives

Current Disease 
Management Initiatives

Asthma
Diabetes
Pilots in Depression, ADHD, Special Needs 
Children, Gastroenteritis, Otitis Media and Low 
Birth Weight

Asthma
Diabetes
Pilots in Depression, ADHD, Special Needs 
Children, Gastroenteritis, Otitis Media and Low 
Birth Weight
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2004CCNCCCNC

Asthma InitiativeAsthma Initiative

First program initiative – began Jan. 1999 
Adopted best practice guidelines (NIH)
Implemented continuous quality improvement 
processes at each practice
Physicians set performance measures
Provide regular monitoring and feedback

First program initiative – began Jan. 1999 
Adopted best practice guidelines (NIH)
Implemented continuous quality improvement 
processes at each practice
Physicians set performance measures
Provide regular monitoring and feedback
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Asthma InitiativeAsthma Initiative

HOME

NEXT

LAST

KeyKey

Process MeasuresProcess Measures
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1 No. with asthma
who had 
documentation 
of staging

No. with asthma
who had 
documentation 
of staging

2 No. staged II – IV 
on inhaled 
corticosteroids

No. staged II – IV 
on inhaled 
corticosteroids

3 No. staged II – IV 
who have an AAP
No. staged II – IV 
who have an AAP
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Asthma InitiativeAsthma Initiative
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Pediatric Asthma Hospitalization RatesPediatric Asthma Hospitalization Rates
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SOURCE: February 20, 2004
Sheps Center Report

SOURCE: February 20, 2004
Sheps Center Report

Evaluation of CCNC Asthma and Diabetes
Management Initiative
(January 2000 – December 2002)

Evaluation of CCNC Asthma and Diabetes
Management Initiative
(January 2000 – December 2002)
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Asthma DM Findings from Sheps:Asthma DM Findings from Sheps:

Per member per month (pmpm) costs for 
CCNC asthma patients consistently lower than 
Access program
2.6%-2.7% lower pmpm costs
21%-23% lower hospital admissions
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Asthma DM Findings from Sheps:Asthma DM Findings from Sheps:

CY 2000 Annual Savings      $    290,000

CY 2001 Annual Savings      $ 1,470,000

CY 2002 Annual Savings      $ 1,580,000
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Diabetes InitiativeDiabetes Initiative
Second program-wide initiative – began July 
2000
Adopted best practice guidelines (ADA)
Implement continuous quality improvement 
processes at each practice
Physicians set performance measures
Provide regular monitoring and feedback
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Diabetes InitiativeDiabetes Initiative
ACCESS II-III Diabetes Chart Audit ResultsACCESS II-III Diabetes Chart Audit Results

0

10

20

30

40

50

60

70

80

90

100

BP Referral fo r
Dial. Eye exam

Fo o t Exam Hb A1c every 6
mo .

Lip id  Pro file Alb um.
Screening

Flu Vaccine Pneumoco ccal
Vaccine

Pe
rc

en
ta

ge

0

10

20

30

40

50

60

70

80

90

100

BP Referral fo r
Dial. Eye exam

Fo o t Exam Hb A1c every 6
mo .

Lip id  Pro file Alb um.
Screening

Flu Vaccine Pneumoco ccal
Vaccine

Pe
rc

en
ta

ge

Baseline (July – Dec. ’00)Baseline (July – Dec. ’00) July – Dec. ‘01July – Dec. ‘01 Jan. – June ‘02Jan. – June ‘02 July.- Dec. ‘02July.- Dec. ‘02



2004CCNCCCNC

SOURCE:  February 20, 2004
Sheps Center Report

SOURCE:  February 20, 2004
Sheps Center Report

Diabetes Disease Management Findings:

Overall pmpm costs for CCNC diabetes 
lower than Access
9% lower hospital admissions

Diabetes Disease Management Findings:

Overall pmpm costs for CCNC diabetes 
lower than Access
9% lower hospital admissions
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Diabetes DM Findings from Sheps:Diabetes DM Findings from Sheps:

Cost savings for diabetes care for 3 year 
period approximately $2.1 million

Potential > $11.3 million total savings in 2003 
if CCNC were statewide with asthma and 
diabetes DM

Cost savings for diabetes care for 3 year 
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Aspirin Documentation - Comparative by Race
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Managing Costs
“ Targeted Approach”

Managing Costs
“ Targeted Approach”
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Managing High-Cost Services:Managing High-Cost Services:
Pharmacy

— Nursing home polypharmacy
— PAL
— Ambulatory polypharmacy

Emergency Department
Ancillary Services
In-home Care

Pharmacy
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Therapies Management PilotTherapies Management Pilot
Project Goals:

Provide appropriate therapy to meet specific 
functional deficits

Decrease delays in services

Encourage interdisciplinary team approach to care 

Manage medical expenditures more efficiently
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Therapies Management PilotTherapies Management Pilot
Preliminary Results – April-August 2003Preliminary Results – April-August 2003
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Cost Effective Prescribing 2003Cost Effective Prescribing 2003
“How to make a difference in rising prescription 
drug costs!”
“How to make a difference in rising prescription 
drug costs!”
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NC Medicaid Expenditures:
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Process – PALProcess – PAL

Pharmacy committee defines drug classes 
and unit doses
Medicaid calculates relative drug cost and 
rank (AWP)
Inform Access II and III physicians
Measure changes in prescribing patterns
State-wide rollout began Nov 2003
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PAL — Prescription Advantage ListPAL — Prescription Advantage List
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Preliminary Pilot FindingsPreliminary Pilot Findings

PAL pilot rolled out between December 2002 
and January 2003

Post-rollout period (February-March 2003) –
22% lower expenditures compared to pre-
rollout (September – October 2002)

Actual pilot savings - $640,000
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Anticipated SavingsAnticipated Savings
PAL- $ 30 -40 million annual savings expected
Other Pharmacy Management/Policy 
Initiatives:
Selected Prior Approval
Selected OTC coverage
Six Drug Limit Policy revision
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Nursing Home 
Polypharmacy Initiative
Nursing Home 
Polypharmacy Initiative
Community Care of North CarolinaCommunity Care of North Carolina
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InterventionIntervention

Pharmacist / Physician Teams
Review drug profiles / medical records of   
Medicaid patients in nursing homes
Determine if a drug therapy problem exists
Recommend a change
Perform follow-up to determine if change 
was made
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Screening CriteriaScreening Criteria
Nursing home residents with . . .
− >18 drugs used in a 90 day period 

9208 residents met this criteria

Medicaid database uses criteria to flag charts
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Flagging CriteriaFlagging Criteria

Inappropriate Rx for the elderly “Beers drugs” 
Drugs used beyond usual time limit
Drug Use Warnings & precautions
Prescription Advantage List “PAL”
Potential Therapeutic Duplication

Inappropriate Rx for the elderly “Beers drugs” 
Drugs used beyond usual time limit
Drug Use Warnings & precautions
Prescription Advantage List “PAL”
Potential Therapeutic Duplication

HOME

NEXT

LAST



2004CCNCCCNC

Preliminary FindingsPreliminary Findings
Patients reviewed: 9208
Recommendations made: 8559
− Unnecessary therapy – 19%
− More cost effective drug – 56%
− Wrong dose – 7%
− Potential adverse reaction – 9%
− Needs additional therapy – 3%
− Other – 6%

Recommendations implemented: 6359 (74%)

Patients reviewed: 9208
Recommendations made: 8559
− Unnecessary therapy – 19%
− More cost effective drug – 56%
− Wrong dose – 7%
− Potential adverse reaction – 9%
− Needs additional therapy – 3%
− Other – 6%

Recommendations implemented: 6359 (74%)

HOME

NEXT

LAST



2004CCNCCCNC

HOME

NEXT

LAST

Potential Cumulative Savings 
from Interventions
Potential Cumulative Savings 
from Interventions
Dollars in MillionsDollars in Millions
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SummarySummary
Based on findings to date
− A pharmacist-MD team cuts cost & ups quality
− The cost savings potential is substantial
− Further opportunities for drug cost savings:

Expand to all NH and assisted living patients in NC
Expand the # of medications eligible

− Evaluation is being conducted by UNC School of 
Pharmacy
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Cost/Benefit EstimatesCost/Benefit Estimates
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Community Care of North CarolinaCommunity Care of North Carolina

Cost - $4.1 Million
(Cost of Community Care operation)

Savings - $12.4 Million

(Mercer Cost Effectiveness Analysis – AFDC only for 
Inpatient, Outpatient, ED, Physician Services, Pharmacy, 
Administrative Costs, Other)

Cost - $4.1 Million
(Cost of Community Care operation)

Savings - $12.4 Million

(Mercer Cost Effectiveness Analysis – AFDC only for 
Inpatient, Outpatient, ED, Physician Services, Pharmacy, 
Administrative Costs, Other)

July 1, 2002 – Dec. 31, 2002July 1, 2002 – Dec. 31, 2002
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Initiatives Not Included in 
Mercer Analysis
Initiatives Not Included in 
Mercer Analysis

Nursing Home Poly-pharmacy - Round 1 
Savings 

Prescription Advantage List (PAL) – Pilot 
Savings 

Nursing Home Poly-pharmacy - Round 1 
Savings 

Prescription Advantage List (PAL) – Pilot 
Savings 
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Pilot InitiativesPilot Initiatives
Therapy services
Low birth weight
Disparities
Mental health integration
Poly-pharmacy in outpatient settings
Sickle cell
Community access programs
Special needs
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Initiatives Under DevelopmentInitiatives Under Development
Assisted care living poly-pharmacy
Statewide rollout of PAL
Incentive program
Improved collaboration with public providers (obesity, 
smoking cessation, diabetes management, low birth 
weight, depression)
In-home care
Targeted disease management (depression, HIV, 
heart disease)
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Potential SavingsPotential Savings
Asthma: $2-4 Million
Diabetes: $ 5-8 Million
ED: $10-12 Million
PAL: $ 30-40 Million
Poly-pharmacy: $16-20 Million
Others: Mental Health, In Home, Therapies, 
High Cost Patients

Asthma: $2-4 Million
Diabetes: $ 5-8 Million
ED: $10-12 Million
PAL: $ 30-40 Million
Poly-pharmacy: $16-20 Million
Others: Mental Health, In Home, Therapies, 
High Cost Patients



2004CCNCCCNC

Per Eligible Cost
Per Eligible Rates %Change

County SFY 01 SFY 02 SFY 03 SFY 02 SFY 03
CABARRUS $566.72 $563.43 $528.78 -1% -7%
ROWAN $493.70 $524.80 $525.84 6% 0%
STANLY $573.57 $583.50 $568.84 2% -3%
STATEWIDE TOTAL $484.17 $508.99 $510.76 5% 0%

Local Financial Impact of a 
Mature Community Program
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Local Financial Impact of a 
Mature Community Program
Local Financial Impact of a 
Mature Community Program

Total Medicaid Costs
SFY 01 SFY 02 SFY 03

CABARRUS(Actual) $71,963,807.09 $84,879,205.67 $88,956,134.45
CABARRUS ( no AccessIII)* $71,963,807.09 $89,971,958.01 $95,183,063.86 Total Savings
Savings $5,092,752.34 $6,226,929.41 $11,319,681.75
* using State-wide % increase

Local Tax Savings: 
$650,000
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NCPAG NCPAG 
Pharmacy Committee
Therapy Services Committee
Dental Committee
Mental Health Committee
DME subcommittee
Vision Task Force
Transplant Policy Task Force
Psychiatric Poly-Pharmacy Task Force

Pharmacy Committee
Therapy Services Committee
Dental Committee
Mental Health Committee
DME subcommittee
Vision Task Force
Transplant Policy Task Force
Psychiatric Poly-Pharmacy Task Force



2004CCNCCCNC

Lessons LearnedLessons Learned
1.  Top down approach is not effective in N.C.
2.  Community ownership
3.  Can’t do it alone - must partner
4.  Incentives must be aligned
5.  Must develop systems that change behavior
6.  Have to be able to measure outcomes
7. Lasting change takes time and reinforcement
8. There are indirect quality and cost benefits 

1.  Top down approach is not effective in N.C.
2.  Community ownership
3.  Can’t do it alone - must partner
4.  Incentives must be aligned
5.  Must develop systems that change behavior
6.  Have to be able to measure outcomes
7. Lasting change takes time and reinforcement
8. There are indirect quality and cost benefits 

HOME

NEXT

LAST



2004CCNCCCNC

HOME



 
 
 
 
 
 
 
 
 
 
 

APPENDIX E 
 



North Carolina General Assembly 
Legislative Services Office 

 
 

 AN EQUAL OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER  
 

George R. Hall, Legislative Services Officer 
Legislative Services Office 
16 W. Jones Street Room 2129 
Raleigh, NC  27601-1030          Tel. (919) 733-7044 

Tony C. Goldman, Director Gerry F. Cohen, Director James D. Johnson, Director Dennis W. McCarty, Director Terrence D. Sullivan, Director
Administrative Division Bill Drafting Division Fiscal Research Division Information Systems Division Research Division 
16 W. Jones Street Room 9 300 N. Salisbury St. Rm 401 300 N. Salisbury St. Rm 619 300 N. Salisbury St. Rm 400 300 N. Salisbury St. Rm 545 
Raleigh, NC  27601-1030 Raleigh, NC  27603-5925 Raleigh, NC  27603-5925 Raleigh, NC  27603-5925 Raleigh, NC  27603-5925 
(919) 733-7500 (919) 733-6660 (919) 733-4910 (919) 733-6834 (919) 733-2578 

 March 18, 2004 
 
 
 
MEMORANDUM 
 
TO:  Blue Ribbon Commission on Medicaid Reform 
 
FROM:  Richard Bostic 
 
SUBJECT: Long-Term Care Insurance Tax Credits 
 
 
 
DEMOGRAPHICS 
In a 1999 study, the Henry J Kaiser Foundation found that 53% of those receiving long-term care 
services were over 65 (44% were working age adults and 3% were children).  In July 2003, the 
over age 65 population numbered 1,011,370 in North Carolina and represented 11.92% of the 
state population of 8.5 million (NC Office of State Budget and Management – State 
Demographics unit). In the next ten years, the over 65 age group will grow to 13.23% of the 
population. By 2030, the over 65 age group will increase to 17.85% of the state population. 
 

Year 0 to 5 6 to 17 18 to 64 65 and over Total 
2003 691,299 1,375,376 5,407,757 1,011,370 8,485,802 

        
2013 765,606 1,561,658 6,293,933 1,314,174 9,935,371 

        
2023 866,952 1,735,146 6,988,338 1,826,545 11,416,981 

        
2030 934,608 1,889,202 7,402,317 2,221,470 12,447,597 

 
 
LONG TERM CARE 
What is long-term care? The simplest definition is the care given to individuals who need 
assistance with activities of daily living because of a health problem. The level of assistance 
needed is measured by a deficiency in 1) activities of daily living (ADLs) such as bathing, 
dressing, eating, toileting, getting around the house, and transferring from chair to bed and 2) 
instrumental activities of daily living (IADLs) that include shopping, meal preparation, light 
housework, and money management. 
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In a report prepared for the North Carolina Institute of Medicine in 2000, Millennium Healthcare 
Solutions, Inc. made the following projection for North Carolina long term care needs in 2010: 

• The total number of persons with long term care needs (both at-home and institutional) 
will increase from 351,600 in 2000 to 418,400 in 2010.   

• The number of community dwelling persons with long term care needs will increase 
from 308,000 in 2000 to 366,700 in 2010. Of this group, those with 3 or more ADLs will 
increase from 79,800 to 98,400. 

• The number of community dwelling persons with 3 or more ADLs and incomes below 
100% of poverty will grow from 27,400 in 2000 to 34,000 in 2010. 

• The number of residents in institutional care facilities will increase from 42,700 in 2000 
to 51,700 in 2010. 

• The number of community dwelling persons aged 18 to 64 with disabling mental 
retardation and/or developmental disability will grow from 34,300 in 2000 to 38,600 in 
2010. 

 
The costs for long term care alternatives such as home health care, assisted living and nursing 
homes are expensive. Two Internet sites provide calculators to estimate the current long term 
care costs for the major cities in each state. The Federal Long Term Care Insurance Program 
(www.ltcfeds.com) estimates the following annual costs for Raleigh and Charlotte: 
 
  

 Raleigh Charlotte
Home Health Care* $21,411 $21,567 
Assisted Living $29,453 $32,244 
Nursing Home $45,443 $49,421 

 
*The home health care cost is based on 5 hours a day and 5 visits a week. 
 
The CNNMoney website (cgi.money.cnn.com) offers an annual long term care cost finder based 
on 2002 average costs derived from the Metlife Mature Market Institute Survey. Home health 
hours are set at 5 per day in this calculator for comparison to the model above. 
 

 Raleigh Charlotte
Home Health Care $29,200 $31,025 
Assisted Living $29,448 $32,244 
Nursing Home $51,830 $54,020 

 
 
LONG TERM CARE INSURANCE 
Given the cost of long term care services, many have chosen to protect their financial assets by 
purchasing long-term care insurance. Dr. Marc Cohen, President of LifePlans, Inc., presented a 
paper to the Center for Medicare and Medicaid Services in 2002 that stated 7 million long-term 
care policies have been sold, but only 4 million are still in-force. He said the target market for 
long term care policies is 1) middle to upper income elders who would not immediately qualify 
for Medicaid, 2) those who have few available informal supports (family, friends) or who worry 
about not having them at the time they need long term care, and 3) younger adults who view long 
term care insurance as an integral part of retirement planning.  
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In North Carolina, there were 86,272 long-term care policies reported by 61 companies in 2002 
(National Association of Insurance Commissioners, NAIC). In a 2000 NAIC survey, the 
following four companies insured 63% of those with long term care policies: 
 
General Electric Capital Assurance Co. 
Unum 
Continental Casualty Co. 
Penn Treaty Network American Insurance Co. 

   
The annual cost of a long-term care insurance policy varies by the age of the insured and the type 
of coverage requested. The California Public Employees’ Retirement System (CALPERS) offers 
an online calculator to estimate your long-term care premium. If you choose a comprehensive 
policy that 1) pays $200 a day for nursing home, $140 a day for assisted living and $3,000 a 
month for home care, 2) has built-in inflation adjustments, and 3) provides lifetime benefits, then 
the annual premium is as follows: 
 
Age 46 $1,704 per year 
Age 56 $2,868 per year 
Age 66 $4,836 per year 
 
Similarly, the Federal Long Term Care Insurance Program online calculator estimates that a 
comprehensive policy that offers home and facility care at $150 a day, with an unlimited benefit 
period, and with inflation protection will cost $1,876 a year for a 50 year old and $3,506 a year 
for a 65 year old. 

 
NC TAX CREDIT 
The long term care insurance tax credit was one of 13 tax provisions included in the budget act 
for Fiscal Year 1998-99 by the 1998 General Assembly (1998 S.L. chapter 212, SB 1366). The 
state individual income tax credit equals 15% of the premium paid each year on long-term care 
insurance, but the credit may not exceed $350 for each policy for which the credit is claimed.  
The credit may not exceed the amount of tax owed by the taxpayer (nonrefundable), and there is 
no provision to allow unused portions of the credit to be carried forward.  The credit became 
effective for the taxable year beginning on or after January 1, 1999, and expires for taxable years 
beginning on or after January 1, 2004.    
 
A taxpayer may claim a credit for policies that provide coverage for either the taxpayer, the 
taxpayer's spouse, or a family member for whom the taxpayer provides over half of the support 
and whose income is below an exemption amount.  A long term-care insurance policy is one that 
provides only coverage of long-term care services and that meets the following requirements: 
 1. Is guaranteed renewable. 
 2. Does not provide for a cash surrender value. 
      3. Provides that refunds and dividends may be used only to reduce future premiums or 

to increase future benefit. 
 4. Does not pay or reimburse expenses that are reimbursable under Medicare. 
 5. Satisfies consumer protection laws. 
 
Under federal law, premiums paid on long-term care insurance contracts are treated as deductible 
medical expenses.  Under the medical expense itemized deduction, unreimbursed medical 
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expenses may be deducted to the extent that the expenses exceed 7.5% of adjusted gross income.  
To the extent a taxpayer will receive a deduction for long-term care insurance premiums under 
the Code, the taxpayer will receive a deduction for State income tax purposes as well since North 
Carolina uses federal taxable income as the starting point for calculating State taxable income.  
To prevent a double tax benefit in those cases, the credit is limited to those expenses for which a 
deduction has not been claimed.    
 
STATE TAX INCENTIVES 
North Carolina is not alone in offering a tax incentive to those enrolling in long-term care 
insurance policies. According to a report from the Health Insurance Association of America, the 
following states allow an income tax deduction for long-term care insurance premiums: 
 

Alabama  Missouri 
Hawaii   Montana 
Idaho   Ohio 
Indiana  Utah 
Iowa   Virginia 
Kentucky  West Virginia 
Maine   Wisconsin 
 

The states listed below allow an income tax credit for the payment of long-term care insurance 
premiums: 
• Colorado – 25% of premiums up to $75 individuals/$150 couples; incomes less than $50,000 

single/$100,000 married filing jointly; nonrefundable. 
• Louisiana – 10% of premium per policy; enacted but not available to taxpayers until budget is 

adjusted by legislature for the loss of revenue from credit claims. 
• Maryland – 100% of premium up to $240 if age 40 or less, up to $450 if age 41 to 50, or up to 

$500 if 51 and over; nonrefundable and may not be carried forward. 
• Minnesota – $100 per person and per policy. 
• New York – 10% of premium, nonrefundable but unused credit may be carried forward. 
• North Dakota – 25% of premium per policy  
• Oregon – the smaller of 15% of premium paid or $500 nonrefundable and cannot be carried 

forward. 
 
California and Montana have tax credits for long term care, but are not tied specifically to long-
term care insurance policies.  California has a $500 nonrefundable tax credit for taxpayers with 
adjusted gross incomes less than $100,000 who provide long term care to spouse or dependent.  
Montana has an elderly care tax credit that is a percentage of elder care expenses, but the 
percentage is based on the taxpayer’s adjusted gross income. Long term care insurance premiums 
are an eligible expense. The credit is limited to $5,000 for a single qualifying family member and 
$5,000 for a joint return.   
 
FISCAL IMPACT 
Tax year 1999 is the first year that taxpayers could claim the long-term care tax credit. In the 
inaugural year, 21,029 tax returns claimed approximately $4.2 million in credits for an average 
long-term care insurance credit of $199. The average tax credit claimed per return in the four 
years of the program has been $202. The total amount of credits claimed each year has been 
consistent except for 2001, which may be explained by a high error rate (see discussion below). 
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  Total  

Tax Number of Long-Term Average Credit 
Year Returns Care Credits Per Return 
1999 21,029 $4,181,454 $198.84 
2000 29,206 $5,974,615 $204.57 
2001 51,959 $10,367,883 $199.54 
2002 27,516 $5,652,648 $205.43 

    
 
The chart below helps explain the type of taxpayer taking the long-term care credit. 61.3% of the 
tax returns with long term care credits in 2002 were claimed by married couples or widows. This 
group claimed 68.7% of the total credit amount. The second largest claimant group was single 
filers with 23.7% of the returns claiming 20.8% of the credits. 
 
The 0 to $10,000 taxable income group had the greatest number of tax credit claims in 2002. 
This group also had the largest tax credit per return equal to $231. It must be noted that this is 
taxable income, which is gross income minus deductions and exemptions.  
 
LONG-TERM CARE CREDITS CLAIMED FOR TY 
2002       
           
Number of Tax Returns          

  Single  
Married, 

Joint/Widow  
Married, 
Separate  

Head of 
Household  Total 

NC Taxable Income           
$0 - $10,000  2,251  2,965  77  1,373  6,666
$10,001 - $20,000  1,274  1,933  73  1,299  4,579
$20,001 - $30,000  950  1,685  61  547  3,243
$30,001 - $40,000  645  1,611  45  277  2,578
$40,001 - $50,000  442  1,528  21  116  2,107
$50,001 - $60,000  295  1,330  28  74  1,727
$60,001 - $75,000  263  1,525  13  36  1,837
$75,001 - $100,000  218  1,688  9  38  1,953
$100,001 or more  194  2,590  14  28  2,826
           
Total  6,532  16,855  341  3,788  27,516
Percent of Total  23.7%  61.3%  1.2%  13.8%   
 
           
Credit amount           

  Single  
Married, 

Joint/Widow  
Married, 
Separate  

Head of 
Household  Total 

NC Taxable Income           
$0 - $10,000  $475,235  $847,613  $11,092  $208,656  $1,542,596
$10,001 - $20,000  $229,904  $517,813  $9,069  $193,000  $949,786
$20,001 - $30,000  $152,319  $409,185  $8,787  $79,636  $649,927
$30,001 - $40,000  $97,010  $344,770  $5,437  $32,122  $479,339
$40,001 - $50,000  $69,741  $307,054  $2,656  $15,595  $395,046
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$50,001 - $60,000  $45,488  $259,031  $4,697  $8,288  $317,504
$60,001 - $75,000  $35,965  $290,962  $2,355  $4,261  $333,543
$75,001 - $100,000  $36,240  $322,404  $1,158  $4,492  $364,294
$100,001 or more  $34,722  $582,046  $1,630  $2,215  $620,613
           
Total  $1,176,624  $3,880,878  $46,881  $548,265  $5,652,648
Percent of Total  20.8%  68.7%  0.8%  9.7%   
 
   
ERROR RATE 
The Department of Revenue has encountered serious taxpayer problems with the long-term care 
insurance tax credit. Audited tax returns in 2001 showed a 91% error rate for credit. The most 
common taxpayer error were 1) claiming the credit for regular insurance premiums, 2) claiming 
the total amount of premiums paid as a credit instead of the $350 limit, and 3) claiming the credit 
and also claiming the long-term care premium as a medical expense.  
 
The Department of Revenue reports a 40% error rate in audited returns in tax year 2003. Nancy 
Pomeranz, Director of the Department of Revenue's Personal Taxes Division, credits the 
reduction in long-term credit errors to the following factors: 
 

1. Tax preparers making errors were contacted. 
2. Instructions in the D-400 tax return booklet were improved. 
3. Verbiage in the software developers' tax packages was improved. 
4. Taxpayers whose credit was disallowed did not make the same mistake. 

 
The high error rate is surprising given that the instructions in Form D-400 TC state "A tax credit 
is allowed for the qualifying premiums you paid during the taxable year on a qualified long term 
care insurance contract(s)…  Medical insurance premiums that you pay for general health 
care, hospitalization, or disability insurance do not qualify as premiums paid for a long 
term care insurance contract."  The tax form tells you to read the instructions and complete 
the worksheet to determine the amount of credit owed.  
 
CREDIT FUTURE  
The long-term care insurance credit expired with the 2003 tax year. To continue the credit will 
require the removal of the credit sunset and an adjustment in future General Fund budgets for an 
annual revenue loss of approximately $6 million. More importantly, to continue the credit will 
require the elimination of taxpayer error and fraud. North Carolina can follow the practice of 
Minnesota and require the taxpayer to list the insurance company and policy number of the long-
term care policy for which a tax credit is claimed. (see attached tax schedule) The Department of 
Revenue could work with the Department of Insurance to get the list of companies providing 
long-term care policies in the state and a computer listing of policy holders to match against the 
tax credit claims. 
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LongLong--Term Care Term Care 
Premium Tax CreditPremium Tax Credit

Blue Ribbon Commission on Blue Ribbon Commission on 
Medicaid ReformMedicaid Reform
March 24, 2004March 24, 2004
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Recipients of LongRecipients of Long--Term Term 
Care Services Care Services 

•• Over age 65 Over age 65 53%53%
•• Working age adults Working age adults 44%44%
•• Children Children 3%3%
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Aging Population in NCAging Population in NC
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In 2010, North Carolina In 2010, North Carolina 
will havewill have::

•• 418,400 persons with long418,400 persons with long--term term 
care needscare needs
–– 366,700 home366,700 home--based care (3+ based care (3+ ADLsADLs))
–– 51,700 institutional care51,700 institutional care

Millennium Healthcare Solutions, Inc.
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The Estimated Annual Cost of The Estimated Annual Cost of 
LongLong--Term Care in CharlotteTerm Care in Charlotte

Federal Long-Term Care Insurance Program.

Home Health CareHome Health Care $21,567$21,567
Assisted LivingAssisted Living $32,244$32,244
Nursing HomeNursing Home $49,421$49,421
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LongLong--Term Care InsuranceTerm Care Insurance

•• 7 million policies in the United 7 million policies in the United 
States in 2002 (4 million active)*States in 2002 (4 million active)*

•• 86,272 policies in North Carolina**86,272 policies in North Carolina**
•• 61 companies (4 with 63% of 61 companies (4 with 63% of 

market)**market)**

*Life Plans, Inc.

** NAIC
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Cost of LTC Insurance for a Cost of LTC Insurance for a 
Comprehensive PolicyComprehensive Policy

The policy pays:The policy pays:
•• $200/day nursing home$200/day nursing home
•• $140/day assisting living$140/day assisting living
•• $3,000/month home care$3,000/month home care
•• Inflation adjusted and pay lifetime benefitsInflation adjusted and pay lifetime benefits

The cost is:The cost is:
•• Age 46 = $1,704/yearAge 46 = $1,704/year
•• Age 56 = $2,868/yearAge 56 = $2,868/year
•• Age 66 = $4,836/yearAge 66 = $4,836/year

CALPERS
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North Carolina LTC Tax North Carolina LTC Tax 
CreditCredit

•• 15% of annual premium15% of annual premium
•• May not exceed $350 per policyMay not exceed $350 per policy
•• NonNon--refundable/no carry forwardrefundable/no carry forward
•• Cannot claim both medical Cannot claim both medical 

deduction and creditdeduction and credit
•• Expired Tax Year 2003Expired Tax Year 2003
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Other States with LTC Other States with LTC 
CreditsCredits

•• ColoradoColorado--25% of premium up to 25% of premium up to 
$75 individual/$150 couple$75 individual/$150 couple

•• MinnesotaMinnesota--$100 per person and $100 per person and 
per policyper policy

•• New YorkNew York--10% of premium10% of premium
•• North DakotaNorth Dakota--25% of premium 25% of premium 

per policyper policy
Health Insurance Association of America (HIAA)
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North Carolina LTC Credit North Carolina LTC Credit 
CostsCosts

27,51627,516$5.7 million$5.7 million20022002

51,95951,959$10.4 million$10.4 million20012001

29,20629,206$6.0 million$6.0 million20002000

21,02921,029$4.2 million$4.2 million19991999

Tax ReturnsTax ReturnsCreditsCreditsTax YearTax Year

NC Department of Revenue
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2002 LTC Credit Amount 2002 LTC Credit Amount 
by Filing Statusby Filing Status

Married Filing Jointly/Married Filing Jointly/
Widows  Widows  68.7%68.7%

SingleSingle 20.8%20.8%
Head of HouseholdHead of Household 9.7%9.7%
Married SeparateMarried Separate .8%.8%

NC Department of Revenue
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2002 LTC Credits by 2002 LTC Credits by 
Income ClassIncome Class

2,8262,826$ .6 million$ .6 millionMore than $100,000More than $100,000

1,9531,953$.36 million$.36 million$75,001$75,001--$100,000$100,000

3,5643,564$.65 million$.65 million$50,001$50,001--$75,000$75,000

4,6854,685$  .9 million$  .9 million$30,001$30,001--$50,000$50,000

7,4797,479$1.5 million$1.5 million$10,001$10,001--$30,000$30,000

6,6666,666$1.5 million$1.5 million00--$10,000$10,000

NC Department of Revenue
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LTC Credit Error RateLTC Credit Error Rate

2001 = 91%2001 = 91%

–– Claiming credit for regular Claiming credit for regular 
insurance premiumsinsurance premiums

–– Claiming total premium amountClaiming total premium amount
–– Claiming credit and deduction of Claiming credit and deduction of 

medical expensemedical expense
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LTC Credit Rate LTC Credit Rate 
ReducedReduced

2003 = 40%2003 = 40%

–– Contacted tax preparers making Contacted tax preparers making 
errorserrors

–– Improved instructionsImproved instructions
–– Improved verbiage in tax Improved verbiage in tax 

preparation softwarepreparation software
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Continue Credit?Continue Credit?

•• Approximately $6 million Approximately $6 million 
General Fund loss each yearGeneral Fund loss each year

•• Require name of insurance Require name of insurance 
company and policy number on company and policy number on 
tax credit formtax credit form



 
 
 
 
 
 
 
 
 
 
 

APPENDIX F 
 



Medicare Prescription Drug Benefit:
Implications for the North Carolina Medicaid Program

Fiscal Research Division
March 2004



3/2004 2

Medicare Prescription Drug Benefit:
Implications for the North Carolina Medicaid Program

• The Medicare Modernization Act will provide a 
voluntary prescription drug benefit for Medicare 
beneficiaries beginning in 2006 (Medicare Part D).

• “Dual Eligibles” or Medicare beneficiaries with 
Medicaid are required to receive prescription drug 
benefits through Medicare effective Jan. 1, 2006.
– Loss of Medicaid Coverage applies even if dual eligible is 

not enrolled in a Part D Plan
– No beneficiary choice
– No state choice
– Cost-sharing obligations similar to Medicaid
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Medicare Prescription Drug Benefit:
Implications for the North Carolina Medicaid Program

• The North Carolina Medicaid Program will receive 
some fiscal relief over the next ten years, but the actual 
relief is lower than expected due the “clawback” 
provision and new administrative costs.

• Under the ‘clawback” provisions, North Carolina is 
required to make payments to the federal government 
in perpetuity to finance most of the cost of the 
Medicare prescription drug coverage for its dual 
eligibles.
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Medicare Prescription Drug Benefit:
Implications for the North Carolina Medicaid Program

• North Carolina’s “clawback” payment will be 
based on three factors:
– A per capita estimate of the amount the state otherwise 

would have spent on Medicaid prescription drugs for 
dual eligibles

• Estimate will be based on 2003 state Medicaid spending on Part D
covered drugs per dual eligible trended forward through 2006 by the 
growth in national per capita prescription drug expenditures and in 
2007 and later years by per capita growth in 2007

– The number of dual eligibles enrolled in a Part D plan
– A “takeback” factor set at 90% in 2006, declining to 

75% for 2015 and later years.
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Medicare Prescription Drug Benefit:
Implications for the North Carolina Medicaid Program

• The Division of Medical Assistance estimates that 
North Carolina spent $683.1 million on prescription 
drugs for 220,723 dual eligibles during FFY 2003.

• The State and County share of these FFY 2003 
expenditures was $255.8 million or 37.44% of the 
costs.

• North Carolina’s payment in FFY 2006 will be 
based on these numbers after they are adjusted for 
inflation.
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Medicare Prescription Drug Benefit:
Implications for the North Carolina Medicaid Program

• States have never participated financially in the 
Medicare program.  It has always been financed 
by employer/employee contributions to the Social 
Security Trust Fund.

• The “clawback” payments will be a line item in 
the Medicare budget for Medicare Part D or the 
Prescription Drug Benefit.

• In the future, Congress could require states to pay 
a higher percentage of the cost for dual eligibles if 
the overall cost of the prescription drug benefit 
grows faster than anticipated.
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Medicare Prescription Drug Benefit:
Implications for the North Carolina Medicaid Program

• States are mandated to perform eligibility determinations 
and to enroll dual eligibles and other low-income people in 
the Part D low-income subsidy program. 

• There is no subsidy for this new administrative burden.
• North Carolina will be reimbursed at the Medicaid 

administrative cost rates for perform the eligibility 
determinations.

• In North Carolina, Medicaid eligibility is performed and 
paid for by counties. The federal government pays 50% and 
counties pay 50% of the costs associated with eligibility 
determination.
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Intergovernmental Transfers
• Intergovernmental transfers (IGTs) are a tool that 

state and local governments use to draw down 
additional federal dollars to support their Medicaid 
Programs.

• IGTs are allowed under current federal law.
• Congress and CMS have limited the use of IGTs 

and other creative financing systems over past 
decade because they have been concerned that 
additional federal dollars were not being used to 
support Medicaid Programs.
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Intergovernmental Transfers

• The President’s budget proposes cost savings 
based on the intent to curb the use of existing 
IGTs.  The reduction will be made by limiting 
states’ ability to set rates for health care providers.

• CMS is also seeking to end intergovernmental 
transfers administratively by suggesting that state 
plan changes or waivers will be approved if a state 
agrees to terminate all intergovernmental transfers.
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Intergovernmental Transfers
Implications for the North Carolina Medicaid Program

• North Carolina uses intergovernmental transfers to draw down additional 
DSH and supplemental payments to benefit the state and all acute care 
hospitals.

• These payments offset the cost of uncompensated care provided by non-
state acute care hospitals – 20 to 25% of all Medicaid payments to NC 
hospitals come from these DSH and supplemental payments.

• Since 1995, non-state acute care hospitals have received over $2 billion 
from this program.

• NC has also benefited form this program - receiving over $450 million 
since 1995.  The State share of these funds has been placed in a reserve 
fund and used to pay for cost settlements and to reduce state appropriations 
to the Medicaid Program.
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Intergovernmental Transfers
Implications for the North Carolina Medicaid Program

• Like all states, North Carolina routinely asks for state plan 
changes or waivers based on actions of the General 
Assembly or other identified needs of the Medicaid 
Program.
– NC has requested state plan changes and waivers to implement the new 

nursing home assessment program and reimbursement plan.
– NC is also working with CMS to finalize cost settlements for the Non-

State Hospital program.

• So far CMS has not asked for concessions on IGTs in 
order to implement these changes, but concessions requests 
are a possibility until these proposals have not been 
approved.
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Prospective Budgeting

• CMS is proposing to implement a prospective financial 
management review process beginning in SFY 2006 which 
will be used to to determine allowable expenditures for the 
purposes of drawing federal matching payments. 

• CMS’ financial management is currently performed 
retrospectively through reviews of historical claims.Funds 
are advanced to each state at the beginning of each quarter, 
and CMS reviews expenditures to identify improper 
payments.States must certify that they have required state 
and local match available at the beginning of each quarter.
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Prospective Budgeting

• States will be required to submit their preliminary 
Medicaid budget 150 days before the beginning of 
each state fiscal year.

• Detailed budget information must be provided for 
the total Medicaid budget including a list of all 
state funding sources 
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Federal Proposals for Medicaid 
 

 
 Curbing the use of intergovernmental transfers 

 
 Prospective budgeting vs. Retrospective 
budgeting 

 
 Budget caps 

 
 Cost allocation for Medicaid administration - $8 
million 

 
 MMIS funding reduction – 90% to 75% 

 
 No Federal fiscal relief - $191.6 million 

 



Capit,ol to Capitol
Page 1 of 1

CAPITOL 1rO CAPITOL

An Information Service of ,NCSI.'s Standing Committees

Vol. 11 #:10 3/01/04

Previous Issue
Back Issues Archive

MEDICAID PROPOSALS UNFAVORABLE TO STATES CONTINUE TO SURFACE

The president's FY 2005 budget proposal includes almost $2 billion in federal savings from the Medicaid program. It proposes to achieve $1.5 billion alone

through "curbing" the use of intergovernmental transfers. The reduction would be made by limiting states' ability to set rates for health care providers. The
budget also proposes to reduce federal Medicaid payments to states by $261 million through a one-time reduction in Medicaid administrative costs popularly
known as "cost allocation." This is an elusive issue related to the 1996 welfare reform law and explaIned in detail In Medicaid Cost Allocation: A Backgrounder,
available from the NCSL Washington Office. Finally, the president's budget proposed to reduce the enhanced federal match rate for information and claims

management systems from 90 percent to 75 percent, saving the federal government $80 million. This reduction is particularly ill-timed as states prepare for
their role in the implementation of the Medicare prescription drug program, which includes eligibility determinations for the Medicare Part D subsidies.

In addition to proposals in the budget, the administration is increasingly depending on regulatory and administrative maneuvers to curb state Medicaid

spending. On January 7, the Centers for Medicare and Medicaid (CMS) published In the Federal Register a notice invoking an emergency procedure to change
the format and timing of the states' reporting of budget and expenditure Information that establishes the basis for entitlement reimbursements to states for
Medicaid expenditures. Under current practice, the centers review the information retrospectively. CMS proposed a prospective budget and financial

management process that essentially gives CMS authority to .prior approve. mechanisms states use to provide their match and to base state payments on
Medicaid budgets .proposed. by governors. States were given only 24 hours to respond. That met with immediate resistance from NCSL and others culminating
last week in an announcement that another notice with a 60-day comment period will be published after consultation with governors and state Medicaid
directors.

Another technique being used by CMS is to extract concessions from states during negotiations for state plan amendments and waivers. One state seeking an
amendment to its nursing facilities operations was told by CMS that the request would not be approved unless the state agreed to, among other things, end all

intergovernmental transfers. This raises serious concerns since intergovernmental transfers are allowed under current law, and apparently the
intergovernmental transfers in the state complied with federal law. State legislators are encouraged to share information with NCSL regarding
instances where local governments provide part of the state match and specific programs are funded through intergovernmental transfers.
State legislators are encouraged to review pending state plan amendm4!nts to see if state officials are being told approval is conditioned on
termination of intergovernmental transfer use. In a similar vein, state Medicaid directors and governors are being approached about capping their
Medicaid programs as part of waiver applications or as part of ongoing negotiations to address disallowances. last week two governors expressed interest in
pursuing a "block grant" approach for Medicaid using the 1115 waiver approach. Senator Charles Scott (R-Wyoming) has introduced an amendment to the
budget bill in Wyoming that would prohibit the state Medicaid agency from agreeing to a Medicaid cap without approval of the state legislature. With much of
the action occurring through administrative mechanisms, more states may want to consider this approach.

State legislators should be prepared to share information with their congressional delegation regarding the harm that would occur if the president's budget
proposals are enacted. In addition, it is important to share with members of Congress the important role intergovernmental transfers play in supporting the
Medicaid program in your state. (NCSL staff contact: Joy Johnson Wilson)
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Proposed Prospective Financial Mana~~ement Review for the Medicaid Program

Overview will not be done on an "emergency" basis. Instead, CMS will
consult with state and local government representatives and
resubmit the proposed new forms and process for approval by
OMB. There will be a 60-day public comment period. Under
this revised schedule, the new process would apply to state
fiscal year 2006.

On January 7,2004, a notice was published in the Federal
Register by the Centers for Medicare and Medicaid Services
(CMS) seeking emergency review by the Office of
Management and Budget (OMB) of its proposed revision of the
CMS-37 fonDs! and process. Specifically, CMS proposed to:

What is the proposal? How does it differ from CUlTent
practices? What will be the impact on state Medicaid
programs?

"minimize disruption to state operations and the reduction
of unnecessary expenditures to the federal government by
modifying the collection requirements associated with the
CMS-37 budget and expenditure information collection
package. In particular, CMS will begin to require the states
to submit up-front documentation to support the budget and
expenditure information currently captured on the CMS-37
"Medicaid Program Budget Report."

Current Practices

CMS' financial management oversight is currently perfonned
through reviews of historical claims. Funds are advanced to a
state at the beginning of each quarter, and CMS reviews
expenditures to identify improper payments after a financial
management review on the state's quarterly expenditure report
is completed. Since these reviews are retrospective, if
improper payments are identified, CMS must collect these
payments from the states.

CMS asked that all comments be submitted for review no later
than January 8, 2004. This entire process was being pursued as
a paperwork reduction activity.

Proposed Prospective Financial Manal!ement Review
~

The original plan was to implement the new process for state
fiscal year 2005. Neither the substance of the proposed
changes, nor the 24-hour comment period was well received by
interested parties. As a result, the request for approval and
review of the revised fonns by OMB will be resubmitted and CMS is proposing to implement a prospective financial

management review process. The prospective financial
management review process will establish the framework for
allowable expenditures for purposes of drawing federal
matching payments (FFP). Federal grants will be predicated on
the level of expenditures contained in the approved state
submissions. The current orocess for I!raot awards. draws
of Federal funds. and reoortinl! exoenditures will conti!!Y£
to be emnloved. However. the state will not draw anv
Federal funds to cover new exnenditures. includinl! th2R
that would reQuire a new state olan amendment. waiv~
amendment or new contracts. unless and until the
exnenditures are annroved and the state fundinl! sour~
are accented throul!h the suoolemental budl!et orocess and
aonlicable state nlan or other Federal authorization
~. Current federal cash management protocols will be
applicable to the state's draw and use of federal funds.

The CMS-37 is a quarterly financial report submitted by
the state which provides a statement of the state's Medicaid
funding requirements for a certified quarter and estimates
and underlying assumptions for two fiscal years --the
current fiscal year and the budget fiscal year. In order to
receive federal financial participation, the state must certify
that the requisite matching state and local funds are, or will
be, available for the certified quarter. This information is
supplied to CMS electronically through the Medicaid
Budget and Expenditure System (MBES) and is reviewed
by CMS. Based on the CMS-37 submission and subsequent
review, CMS issues the state a grant award authorizing
federal funding to the state for the certified quarter. If at
any time in the quarter, the state feels that it's original
request for federal funds is insufficient, it may submit a
revised CMS-37 through the MBES, justifying its request
and recertifying for the quarter. After review and approval,
CMS issues a supplemental grant award to the state for the
additional federal funds needed.

As part of its prospective review CMS will provide the state
with a written detennination of any proposed expenditure
which it believes lacks outstanding state plan authority, waiver
authority or other authority for FFP, or that the expenditure is



Proposed Prospective Financial Management Review for the Medicaid Program

otherwise not subject to FFP. If the state continues to believe
that there is authoritv for the nroDosed exnenditure and
that it is subiect to FFP. the state mav retain the
expenditure in the Medicaid budl!et. but CMS will be free
to utilize anv authoritv in statute or rel!ulation to Question
or withhold FFP.

state revenue that meets the definition of a health-care related
tax or a provider-related must be separately identified and
should be accompanied by documentation that would show it is
in compliance with federal law and regulations.

Under the CMS proposal, beginning with state fiscal year
2006; each state would be requirro to submit to the appropriate
CMS Regional Office, at least 150 days prior to the
commencement of each state fiscal year, its preliminary
Medicaid budget (i.e. services and administration). At a
minimum this submission would include:

Follow-Up After Submission of the Revised
CMS-37 Form

After submission of the new CMS-37 fonDs, states will be
expected to provide additional documentation reasonably
requested by CMS to facilitate its review of the state's
submission.
Update reports, that will include any significant new
expenditure categories or state funding sources under
consideration, will be provided every 30 days to CMS on the
status of the budget.

Once the final state budget is adopted, the state will submit a
final Medicaid budget for CMS review, including the estimated
amount of each funding source and a description of each of the
funds and funding sources expected to finance the non-Federal
share of the Medicaid expenditures. CMS will advise the state
no later than 45 days after receipt of the state's submission of
its final Medicaid budget of any proposed state..funding source
that CMS believes is not allowable under Federal law and
regulations.

The total budget for medical assistance expenditures of the
single state agency (including the identification of Federal
and non-Federal funding sources);

Budgets for medical assistance expenditures made by
other state agencies, which will be the basis for claims for
Federal matching funds;

Budgets for medical assistance expenditures made by non-
state governmental units (e.g., public hospitals, County
Health Departments), which will be the basis for claims
for Federal matching funds;

Budgets for administrative costs either directly charged or
allocated to the Medicaid program under approved cost
allocation plans; and

a listing and estimated amounts of all of the state funding
sources3 for the non-Federal share of expenditures
pursuant to the Medicaid budget.

If necessarv. CMS and the state will meet and discuss issues
raised with resoect to anv funding source that CMS had
Questioned. If after review and negotiation. CMS adheres
to a determination that a state funding source is not
compliant with Federal law and regulations. CMS wil~
and disallow claims related to budget items. including
fundin!! sources. that have not been reviewed and acc~
by CMS in the financial review process.

All budgets should list expenditures in the same categories that
are reported on the CMS-64 forms.4 In addition, each source of

Supplemental Budeet Amendments

The state plan and waiver submission processes contained in

existing statutes and regulations will be utilized. The

supplemental budget process will be used for the state to

submit the funding sources to cover the non-federal share of the

additional expenditures. The state will not claim expenditures

under any state plan amendments until they are approved by

CMS. The state, however, remains free to pay for services

covered by pending state plan amendments with state-only

funds, pending approval of the plan amendment and the

Medicaid budget amendment by CMS. States will be entitled

to draw federal funds for the federal share of all expenditures

covered by the approved amendment from the time of its

approved effective date.

actual expenditures for which all supporting

documentation, in readily reviewable form, has been

compiled and is available immediately at the time the claim

is filed. Form CMS-64 is a statement of expenditures for

which states are entitled to federal reimbursement under

Medicaid and which reconciles the monetary advance made

on the basis of Form CMS-37 filed previously for the same

quarter. Consequently, the amount claimed on the Form

CMS-64 is a summary of expenditures derived from source

documents such as invoices, cost reports and eligibility

records.

Key CMS staffhas indicated that the proposal will not be

implemented until state fiscal year 2006.

The tenD "state funding sources" refers to all sources for

the non-federal share of Medicaid expenditures. Funding

sources can include the state general fund, separately

maintained trust funds, other state appropriations and non-

state public expenditures. State funding sources also

include revenues (whether deposited in the General Fund or

other funds) derived from health care providers, or from

governmental units on account of health care expenditures,

as well as interagency or intergovernmental transfers

related to health care expenditures or from an entity related

to health care.

The Quarterly Medicaid Statement of Expenditures for the

Medical Assistance Program (Form CMS-64) is the

accounting statement which states must submit each

quarter. It shows the disposition of Medicaid grant funds

for the quarter being reported and previous fiscal years, the

recoupment made or refunds received, and income earned

on grant funds. States are not accountable for interest

earned on grant money pending disbursement for program

purposes. However, states are accountable for the federal

share of any interest earned on recoupments or refunds

pending their return to the federal government. It is also the

vehicle for making adjustments for any identified

overpayment and underpayment to states. The amounts

reported on Form CMS-64 and its attachments must be
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The supplemental budget amendment may be submitted at any

time but would nonnally be submitted at the same time that a

supplemental budget request is made to the state legislature.

CMS will approve any supplemental budget amendment

provided that it covers allowable expenditures and the state has

demonstrated a valid funding source for the non-federal share

of the expenditures.

A state may submit to CMS supplemental budget amendments

to incorporate any previously unbudgeted expenditure.
Supplemental budget amendments may be based on:

.Service utilization changes;

.Increases in eligibles;

.Increases in the number of providers; and

.And/or increases in cost of services or administration.

A state's supplemental budget submission must also show the

funding sources from which the non-federal share of the cost of

the increased expenditures will be obtained. CMS will review

the non-federal fundin!! sources and notify the state within

45 days of any state fundin!! sources that it believes does not

comolv with aoolicable Federal law. CMS will then defer
or disallow any claims that are based on unacceotable state

fundin!! sources.

State Impact

It is too early to say with any certainty what the state impact
will be. Much of that will depend on exactly how the process
is implemented. There are a few things that are certain.

(1) Despite claims to the contrary, this process involves more
paperwork and staff time than the current process.

(2) This process calls for the collection of information that
CMS probably wants to have, but is not necessary for the
administration of the program.

(3) The new process gives CMS the upper hand when there
are disputes regarding state funding sources for federal
matching payments for Medicaid.

(4) State budget processes vary widely from state to state and
developing a one size fits all system that will run
smoothly will be difficult.

(5) Finally, there is a general lack of comfort in having
federal officials so intimately involved in the state budget

process.

NCSL Staff Contact: Joy Johnson Wilson, Health Policy
Director, NCSL, Washington, D.C. (Jo~. Wilson@.ncsl.org)



all programs and is usually done during a combined
eligibility interview. The process of allocating shared
administrative costs among various state and federal
programs is known as cost allocation."'\\

IIIIII

NCSL
The general roles for allocating costs are prescribed by
regulation in OMB Circular A 87. These roles require
that costs that are incurred for more than one program be
allocated based on the extent to which the various
programs benefit from the activity. This is called the
"benefiting program" approach. Under this approach, a
cost that is equally necessary for more than one program
is shared equally by the programs.

National Conference of State Legislatures 444 North Capitol Street,
~ JJ:, Suite 515 Washington, D.C. 20001
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February 11, 2004

The history of the public welfare programs led to an
exception to this geneml cost allocation rule. When
Congress created Medicaid and Food Stamps, it assumed
that large portions of the administmtive work for
households that received AFDC was already done for
AFDC and that these newer programs could piggy-back
on that work. As a result, in the case of AFDC, all costs
that were identified as shared costs were allocated to
AFDC. This is called the "primary program" approach.
For cases that received AFDC, Food Stamps, and
Medicaid, the Food Stamp and Medicaid programs paid
only the cost of the work that was over and above what
was required for AFDC. Because the fedeml match mte
was 50 percent in all three programs, the amount that the
fedeml government paid was the same, regardless of
whether it was considered a joint cost and claimed under
the AFDC program or a cost allocated to one of the
individual programs.

MEDICAID COST ALLOCATION-A BACKGROUNDER

President Bush submitted his proposed FY 2005 federal
budget to Congress on February 4, 2004. Among the
many proposals was one to apply "cost allocation" to the
Medicaid program, saving the federal government and
costing states $300 million in FY 2005. For the
uninitiated, Medicaid "cost allocation" is an esoteric
concept. This backgrounder attempts to simpliry the
concept and describe the potential impact of the proposal
if enacted.

The Personal Responsibility and Work Opportunity Act
of 1996 (PWORA) converted the former Aid to Families
with Dependent Children (AFDC) entitlement program
into the Temporary Assistance to Needy Families
(TANF) program, a block grant to states. Each state's
TANF funding was based on the higher of: (1) actual
state expenditures in either FY 1994 or FY 1995; or (2)
an average of state expenditures between FY 1992-FY
1999.

When Congress replaced AFDC with T ANF, it failed to
specify how shared costs were to be treated under the
new program. The funding included in the T ANF block
grant, based on pre-l 996 spending, was predicated on the
"primary program" cost allocation method of cost
allocation discussed above, where AFDC paid for the
administrative costs that benefited all the various
programs. Some federal officials believed that states
would maximize the administrative costs attributed to
Medicaid or Food Stamps, where 50 percent matching
funds were still available, and minimize administrative
costs allocated to T ANF that was no longer eligible for
federal matching payments, freeing TANF block grant
funds for other purposes.

Administrative Cost Allocation

Prior to passage of T ANF, states administered the
AFDC, Food Stamp and Medicaid programs and the
federal government reimbursed them for half of all
administrative costs. The largest component of
administrative costs was the cost of certifying eligible
households. The federal government matched the states'
administrative expenses for all of these programs on a
50/50 basis.

The Al!ricultural Research. Extension. and Education
Reform Act of 1997 (P.L. 105-185)

In an effort to address the concerns of federal officials
who believed states would "maximize" administrative
cost reimbursement by shifting costs to the Medicaid and
Food Stamp programs, "cost allocation" provisions were
included in the Agricultural Research, Extension, and

Because of the overlap in eligible populations, states
often undertake administrative activities that benefit
more than one program. For example, when a household
applies for TANF, Medicaid, and food stamps, collecting
information on the household's income is necessary for

National Conference of State Legislatures
OffICe of State-Federal Relations 444 North Capitol Street, N. II': Suite S1 S Washington, D.C 20001

(202) 624-8689 (202) 737-1069 fax
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Education Refonn Act of 1997 (P .L. 105-185). The Act
required that the Secretary of Health and Human
Services (HHS), in consultation with the Secretary of
Agriculture (USDA), to determine the costs charged to
the fonDer AFDC program in states' TANF base year
that could have been allocated to Food Stamps and
Medicaid for common administrative costs. The
attached chart provides a state-by-state breakdown of the
Medicaid "cost allocation" amounts detennined through
this process. The numbers reflected in the chart are the
final detenninations after all state appeals had been
addressed.

The FY 2005 Federal Budl!et

Last proposed as part of the FY 2003 budget, the
Administration is again proposing to reduce federal
reimbursement for Medicaid administrative costs to
reflect the share assumed in the T ANF block grant.
States would be prohibited from using TANF funds to
pay these costs during FY 2005. The Congress has not
enacted a budget resolution to date.

State Imoact

The Act provided that the amounts attributable to Food
Stamps were to be deducted from state Food Stamp
administrative cost claims for FY 1999-FY 2002. The
Act did not require similar treatment for the Medicaid
costs identified.

ll1e attached chart (see page 3) provides state-by-state
infonnation on the annual Medicaid cost allocation
amounts identified according to the provisions of P .L.
105-185. ll1e chart reflects the figures that were finally
settled on after states went through an appeals process.
While the Medicaid cost allocation provision proposed in
the FY 2005 budget is for one year only, it is instructive
to remember that the Food Stamp cost allocation
provision was also supposed to be a temporary provision.

~be Farm SecuritY and Rural Investment Act of 2002
(P.L.I07-171)

When the Fann Bill was reauthorized in 2002, cost
allocation for the Food Stamp Program was made
permanent.

Reauthorization of the Temoorarv Assistance for
Need Families lTANF) Prol!ram

In 2002 when the House of Representatives first enacted
legislation reauthorizing TANF, H.R. 4737, the Personal
Responsibility, Work, and Family Promotion Act of
2002, it proposed to extend the Transitional Medical
Assistance (TMA) program and to fund the TMA
extension with federal funds obtained through Medicaid
"cost allocation." This proposal mirrored a proposal by
President Bush in his FY 2003 budget proposal.

Last year, the President did not include the Medicaid
"cost allocation" proposal in his FY 2004 budget
submission. The House of Representatives passed
another TANF reauthorization bill in February 2004,
H.R. 4, which continues to include the Medicaid "cost
allocation" provision. The FY 2004 Congressional
budget resolution provides funding for the TMA
extension from the federal general fund, making the
"cost allocation" proposal in the House TANF
reauthorization bill unnecessary. The Senate Finance
Committee reported its version of the T ANF
reauthorization in September 2003. That bill does not
include the Medicaid "cost allocation" provision. As you
know fmal action on the T ANF reauthorization bill has
not occurred. The program has been temporarily
extended until March 31, 2004, pending final action on
reauthorizing legislation.

This summary is an information service provided by
NCSL's Office of State-Federal Relations. For more
up-to-date information on federal health issues, visit
our website at:
httn:/ /www.ncsl.on!:/statefed/health/fedhealthissues.htm

NCSL Staff Contacts:
.Joy Johnson Wilson, Health Policy Director
.Rachel Morgan, R.N., Senior Health Policy

Specialist
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MEDICAID COST ALLOCAnON AMOUNTS BY STATE1

Annualized Medicaid Cost Allocation Amounts
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Source: "Medicaid Reductions for Transitional Medical Assistance," Federal Funds Information for States (FFIS), 2002

The original federal savings was estimated to be $300 million, however, after the state appeals process was completed, the
federal savings was reduced to just over $260 million. The state-by-state numbers in the chart reflect the post-appeal amount.
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Short Title: Tax Credit for Long-term Care Insurance. (Public)
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A BILL TO BE ENTITLED 1 
AN ACT TO REPEAL THE SUNSET ON THE LONG-TERM CARE INSURANCE 2 

TAX CREDIT AND MODIFY THE CREDIT. 3 
The General Assembly of North Carolina enacts: 4 

SECTION 1. Section 29A.6(d) of S.L. 1998-212 reads as rewritten: 5 
"(d)  Subsection (a) of this section is effective for taxable years beginning on or after 6 

January 1, 1999, and expires for taxable years beginning on or after January 1, 2004. 7 
January 1, 1999. The remainder of this section is effective when it becomes law. G.S. 8 
105-160.3(b)(7), as enacted by this act, is repealed effective for taxable years beginning 9 
on or after January 1, 2004." 10 

SECTION 2.  It is the intent of the General Assembly that, to the extent the 11 
Department of Revenue can do so without incurring programming, design, or printing 12 
costs, the Department require a taxpayer claiming the credit under G.S. 105-151.28 to 13 
list the insurance company and policy number of the policy for which a credit is 14 
claimed. 15 

SECTION 3.  This act becomes effective for taxable years beginning on or 16 
after January 1, 2004. 17 
 18 




